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ABSTRACT 

State budgeting for higher education is a complex, 
multifacted process which is influenced by conditions outside both 
r>tate government and higher education including the historical 
traditions, political culture, economic and demographic aspects of a 
state. Noted is the need of higher education to compete with other 
policy areas for resources and yet retain its autonomous nature. This 
monograph addresses the following budgeting concerns: environmental 
factors framing the state budget process for higher education; how 
these factors affect state budgeting; the primary elements of the 
state budget process for highar education; how the state higher 
education budget links resources with state objectives; 
accountability; costs, productivity, and quality; af fordability ; 
economic development; minority and nontraditional students; 
independent higher education; and the implications of what we know 
about stai-e-level budgeting for higher education. It is emphasized 
that all participants, from the state level agency to the department 
within an institution should be aware of the overall picture of state 
budgeting for higher education. Includes 190 references. (LPT) 
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EXECUTIVE SUMMARY 



State budgeting for higher education is a complex set of ac- 
tivities involving various competing interests and issues. In 
the broadest sense, the primary objective of all budgeting 
IS to target resources to meet specific policy objectives. Tlie 
budget spans the disuuice between present choices and future 
options (Caiden 1988). Wliile the federal government pro 
vides sub.stantial support to higher education in the form of 
student aid and research grant^s, state governments bear the 
principal re.sponsibility in budgeting for higiier educ^ation 
operations and thus in shaping the present and diture dircc 
tion of higher education within tiie state. 

Tlie simplicity of this description belies the underlying 
interplay of human and extemal forces and factors laced 
througiiout the budget process. Higher education is both .sim 
ilar to and different from other policy areiLS in state govern 
ment like transportation or corrections. It is similar in tiiat 
it must compete with tiiese other areas for its share of a .some- 
times shrinking budget It is different in that higiier education 
is relatively autonomous from tiie .state 

What Are the Environmental Factors Framing the 
State Budget Process for Higher Education? 

'file environmental context is comprised of interrelated his 
torical, political, economic, and demographic factors. His 
torical factors include state residents* traditional values and 
preferences regarding higher education as well as the state 
government s historical invoK'ement in gov ernance of iiigiier 
education. Previous budgets also make up part of tiie his 
torical context. Political factors include the structure of higher 
education, gubcmatorial influence, legislative influence, and 
interest groups' and citizens' influences. Economic factors 
include a .state's general economic condition, state tax ca 
pacity. and availability of state revenues. Demographic factors 
include the level and composition of a .state's population, 
enrollment in higher education, and .student participation 
rales in higher education. 

How Do These Factors Affect State 
Budgeting for Higher Education? 

hi part, these factors help explain the wide rariance in fund 
ing for higher education among the .states, although by no 
means do they explain all of the rariance. A state s historical 
traditions act as "behavior^ regulators" for the participants 
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in the state budget prcxreSvS. If the state s residents traditionally 
have highly viilued higher education, state policy rnakeis will 
also generally value it, iind vice versa Political faaors deter- 
mine the extent to which the power of higher education is 
centralized ai the state level (that is, ccx)rdinating agency) 
or diRiised among the individual institutions and the pre- 
dominance of the governor and the legislature in the budget 
prcx:ess In recent years, governors generally have become 
much more deeply involved in higher education and hence 
the budget prcxess. Ijegislators have also become increasingly 
sophisticated in their understanding of higher education pol 
icy. Consequently, as slates' involvement in higher education 
hits increased, so have fears of diminished autonomy within 
the academy. 

State support for higher education is directly related to the 
general condition of a state's economy, state tax capacity, and 
arailabiliiy of revenues. If a state s economy is faltering, then 
its c^apacity to raise revenues and thus the level of revenues 
available iire diminished substantially Further, as state econ 
omies worsen, demands on the state budget from other ser 
vices, such as public aid and corrections, also increiLse De 
mographic forces, such its the aging of the population and 
the growth of the number of minority students, will affect 
state budgeting for higher education as state governments 
strive to meet the special needs of these individuals. Tradi 
iionally enrollments and higher education participation rates 
have been important factors in determining the level of fund 
mg provided to higher educuion, nut some evidence suggests 
that the significance of these factors imy be decreasing 

What Are the Primary Elements of the State 
Budget Process for Higher Education? 

'Ilie elements of the state budget prcKcss for higher education 
include the participants, timing, and strategies to allcKate re 
sources. Tiie major actors in the prcKcss are the governor, 
the legislature, their staffs, and the higher education com 
munity. Both governors and legislatures are asserting them 
selves more strongly in this prcKcss, albeit for different rea 
sons, as a result of increasing sophistication, concern about 
higher education s outcomes, and recognition ofthe eco 
nomic importance c^f higher education. Ilie governor must 
represent the broad spectrum of state needs, while legislators 
are more concerned with specific needs of constituents or 
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regions. Tlie higher education community is comprised of 
the state-level ccx^rdinating or governing; agency (if iiny) 
and the various seaors of higher eduGition, both public 
and private. 

As important a.s the governor, legislature, and the higher 
education governing and coordinating boards are the staffs 
of these entities. Almost two decades ago, these individuals 
were the "anonymous leaders of higher education" (Glenny 
1972). If anything, it is even more true tcxkiy Staffs handle 
technical details, distinguish the important from the trivial, 
and generally ser\'e as gatekeq^iers in the budget prcxess. 

The timing of the budget process presents numerous issues 
as well. Over time, most states have shifted from biennial 
budgeting to annual budgeting to annual budgeting with mid 
year alterations. legislatures meet with greater freqirncy, 
economic conditions are shifting nipidly, and demands for 
Mate dollars have incrc-ased in number and intensity. Even 
states that still have biennial budgets meet midterm to make 
alterations, lliese changes have altered the utility of long- 
term planning for higher education Further, particij^fants in 
the state higher education budget prcK*ess have different jkt 
spectives of the time frame. Politicians generally f(K*us on 
short time frames, while the higher education community 
ha,sa longer time frame for meeting objectives Tensions arise 
when politicians want ciuick solutions to i:)r()blems that re 
quire long term commitments 

'lechnicjues ff)r alkx'ating resources for higher education 
var>' within and among states. Several states use a funding 
formula for some or all of the higher education budget llie 
effectiveness of funding formulas in meeting objectives for 
funding is es^sentially unknown. Almost half of the states use 
peer groups comprised of similar states and/ or institutuns 
for making decisions and justifying the budget for funding 
libraries, faculty salaries, staffing levels, and so on. Some states 
appr(xich. the funding of higher education from a more pro 
grammatic basis. 

How Does the State Higher Education Budget 
Link Resources with State Objectives 
for Higher Education Policy? 

*nie state higher education budget sets forth the state s major 
policy preferences for higher education. Major polic}' concerns 
in higher education in recent years have been accountability, 
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costs, prcxluctivity, cjuality, atTordability, economic develop- 
ment, access for minority and nontraditional students, and 
equity for independent higher educ^ation. 

Accountability, Over time, the fcxiis of accountability h;is 
evolved from a fiduciary orientation to one Reused on out 
comes. As a result, accountability mechanisms have begun 
to evolve from data collection instruments to instalments 
of change. Future accountability mechanisms will likely be 
integrated into the state i*)udget orcKCSS to emphitsize 
feetlback. 

Costs, productivity, and quality, Tliese concepts are seen 
as inextric^ably linked. Costs of higher educ^aUon are increasing 
rapidly as a result of a number of factors, including the lack 
of internal constraints on resources and the propensity of 
colleges and universities to grow rather than reallcK^ate to 
meet needs At the same time, little agreement on measures 
of outcomes leaves state policy makers concerned about pro 
ductivity, or the lack of it in higher education. Even more 
troublesome has been the goal of maintaining quality in 
higher education. In an eftbrt to enhance quality several states 
have devised incentive funding programs in areas such as 
undergraduate education and research. It remains clear, how 
ever, that the key to keeping costs down and prcKluctivity 
up, while maintaining quality in higher education, lies in the 
ability to formulate specific goals, exercise constraints on 
resources, and encourage innovation 

Affordability, A.s tuition outpaced general price inflation 
during the 1980s, the afi*ordability of higher education took 
on greater significance. Some states have attempted to address 
this issue by linking tuition to external factors, such as price 
indices, ser\'ing to minimize the traditionally inverse rela 
tionship between tuition at public institutions and state ap 
propriations for higher education A second policy lever has 
been funding state student financial aid programs. States that 
have high tuition usually have well funded student aid pro 
grams A more recent development has been the advent of 
state programs for tuition prepayment and savings, although 
the efi*ectiveness of these programs in addressing afi*ordability 
is questionable. Evidence suggests that few states closeK' link 
policies for student aid, tuition, and institutional support, 



ERiC 



8 



which would indicate a ^',reat deal of inefficiency in states' 
financing of higher education. 



Economic development. Slates have also begun to involve 
higher educ^ation in economic development. Slate-funded 
economic development includes research programs, involve- 
ment in educ^ation and training programs for the work force, 
and fostering partnerships with business for the purpose of 
technology transfer. The effectiveness of these activities re 
mains unclear. Numerous potential problems exist, including 
the highly political nature of economic development and 
the fijndamenial differences between higher education and 
business. 

Minority and nontraditional students. Minority and non 
traditional students present special concerns for state policy 
makers. Although minorities have increased as a percentage 
of the population, they have generally declined as a percen 
lage of enrollments in higher education. Most states have ini 
tiaied programs designed to increase tiiinority students re 
leniion and achievement, and some have been effective. 

Nontraditional students are becor -ng the new majority 
in higher education, but neither state policy makers nor those 
in the highei education community have done much to 
change the structure of higher education to meet these stu 
dents' special needs. 

Independent higher education. Stale policy makers 
reali/e the important tangible and intangible benefits inde 
pendent higher educ^uion provides to the states As a result, 
many suues provide financial support to the independent 
sector in the higher education budget through student aid 
and direct institutional aid programs. Because the indcpen 
dent sector highly values these programs, they are an imj:)or 
tant policy lever for the state. 

What Do We Know about State-level Budgeting for 
Higher Education and What Are the Implicatioas? 

Budgeting for higher education is complex and multifacetcd 
As states become even more involved with higher education, 
the budget prcK'css will become even more important in ini 
Hating new policies and policy changes. At the same time, 
the analysis of the litenuure indicates several areas requiring 
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further research. For example, it is necessary to know more 
about the cultural and political context of budgeting for 
higher education. The effeaiveness of higher education pol- 
icies initiated through the budget process must be evaluated, 
including incentive funding for quality and economic de- 
velopment. The implications are twofold. First, it is evident 
that all panicipants in the state budget process for higher ed- 
ucation would be well served to view the process in the "big 
picture." Understanding why certain things happen in the 
budget process can greatly improve paiacipants' effeaiveness 
in achieving objective^. Second and simply, state budgeting 
for higher education is an area rii^e for research. 
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FOREWORD 



In order to win, a contender must be able to play tlie game 
better tlian the competition. Tliis is as true in sports and bus- 
iness as it is when competing for flmds in tlie budgeting 
arena. Tliere is another saying that applies wlien discussing 
budgeting: *YouVe got to know the s>'stem to beat the sys- 
tem." To know the budgeting system m higher education, 
one must understand tiie prcxess of developing a budget, 
learn the ailes governing successflil budget making, and rec 
ognize the key people involved 

On the surface, an organiziition's budget is a rational al 
l(K"ation of resources. On closer examination, a i*)udget turns 
out to be a political document that reflects the values, vision, 
mission and purpose of an organization. Deeper still, that 
political dcKument represents the sum of decisions made 
by many people with often widely divergent views. 

Tlie budget for a state higher education system represents 
tile system's importance in the eyes of the state legislature 
and governor relative to the other prognims \ying for state 
funding. Tlie budget for an individual institution reflects its 
importance vis a vis tlie otiier institutions in the system. Tlie 
success of an institution in altering or controlling the direction 
of its budget essentially depends upon its ability to convince 
decision makers of its own importance within the historical, 
political, economic and demographic constraints of a state. 

In this report, authors Daniel T. Liyzell. higher education 
research analyst for the Arizona Joint l^^gislative Budget Com 
miiiee. and Jan W. Lyddon. director of institutional research 
for Saginaw Valley State University, examine the entire prcKess 
of state budgeting for higher education. From a conceptual 
overview and exploration of the environmental contexts of 
budgeting, to a final analysis and discus^sion of the report's 
implications, the authors provide an important body of knou l 
edge for both researchers and practitioners 

It IS important to understand tliat everyone in a leadership 
position who is affected by the institutional budget should 
make it their business to know liow tlie budget is developed, 
and wiiat part they may play in its design. Tne greater the 
understanding of budget development throughout an insti 
tution. the greater tlie ability of tlic organi/iUion to dcvek)p 
persuasive policies tliat can alter or protect a budget. Even 
if primary budget decisions are made centrally, it is important 
for the leadersliipof an institution to win institution wide 
support for these decisions. 7*his report by Liy/ell and lyddon 
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will do much to further such a broad understanding of the 
budget process. 

Jonathan D. Fife 
Series Editor 

Professor of Higher Education and 

Director, ERIC Clearinghouse on Higher Education 

The George Washington University 
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INTRODUCTION 



Winston Churchill oiKc described Russia .ts a riddle wrapped 
in a mystery inside an enigma. To many in higher education, 
the state budget prcxess is their Russia. Department heads 
at colleges and universities submit their i-)udget rec|uests for 
the next fiscal year and nine months later oi so find out how 
much they will have to spend. Tliis amount is almost alw^ays 
less than what they recjuesteci— sometimes substantially so. 
!n between submission and allegation, this request becomes 
aggregated with the rest of the state higher education budget 
request for the next fiscal year, and seemingly contradictor\' 
events take place for not abvays clear reasons. By the time 
individuals at the department level receive their alkxations, 
it is time to begin the prcxx\ss all cwr again, which in tuni 
lends a ritualistic feeling to this annual or biennial confusion 

'Pile objective of this monograph is toanal>7.e state budget 
ing for the annual appropriations to higher education cohe 
sively and comj')rehensively, in the prcxes^s clarifying this im 
poriani activity. States prcAide substantial funding to both 
pui")Iic and private sectors of higher education. Funding for 
public higher education is primarily for general operating ex 
penditures, both recurring i,id new, Fuiiding for private 
higher educ^atkMi usually takes the form of student aid pro 
grams or, in some stales, general and categorical grant pro 
grams for private institutions 

Many in higher education suffer from myopia when it 
comes to the budget prcxess: Tliey see only the parts that di 
recily affect them. For many, the state higher education budget 
prcKCSS is analogous to the old parable in which a group of 
blind men attempt to describe to one another what an ele 
phant kK)ks like. Is it a tail or a trunk or something completely 
different? lliis reaction is natural, given the complexity of this 
tO|")ic, Tliis monograph attempts to treat separately the issues 
of context, jmxedure, and prcxiuct or outcome within state 
budgeting for higher education. At the same time, however, 
it mu,st be remembered that ihis prcx ess cAerlaps in se\'eral 
ways and has many links 

'Ilie literature synthesized in this monograph comes from 
both within and without the field of higher education. Much 
has been written on the budget prcxess in general in other 
fields, such as |-)c)litical science, public admini,stratic)n, and 
economics, 'llie literature analyzed in this monograph is pre 
dominap.tly from the 19HOs, given the desire to use the most 



lUid^etDi^ for fh^hcr luhaattini at the Stdtv Ictvl 



Is it a tail or 
a trunk or 
something 
completely 
different? 




20 



current literature base possible. A few references are made 
to earlier 'Vlassic" studies, however, and some areas of the 
budgeting process have no recent literature (see, eg., Caruih 
ers and Orwig 1979; Eiiston 1957, Fabricant 1952; Wirt and 
Kurst 1972). In addition, an effort has been made to include 
nontraditionai references, sucli as poliey studies by state ccx)r 
dinating agencies, to provide concrete examples of what has 
been (xxurring at the state level of budgeting for higher ed 
uaition. At the outset of this project, the authors contaaed 
state higher cxiuration finance officers (SHEFOs) from several 
states and asked them to provide any recent (since 1980) stu 
dies or other materials relevant to higher education budgeting 
in their states. All were infinitely helpful in their responses 
and suggestions. 

For many states, the 1980s were a watershed with regard 
to funding higher education. As table 1 show:>, several states 
had large increases in state tax support for higher edtication 
during the 1980s. Mass^ichusetts is one such example, al 
though as the '^miracle'' diminished in the hist part of the de 
cade, so too did state support. Conversely, states that had his 
torically provided significant support to higher educnition 
(Illinois, iMichigan, and Pennsylvania, for eAample) lagged 
behind the rest in the 1980s. Tne reason for this rariance is 
a mixture of economics, demographics, and politics. Regard 
less of whether a state provided substantial or little increase 
in funding for higher education during the 19H0s, this topic 
has become increasingly important to all states as they strug 
gle to resolve the policy is^sucs currently facing higher 
education. 

TABLE 1 

APPROPRIATIONS OF STATE TAX FLTNDS FOR HIGHER EDUCATION 
OPERATING EXPENSES: FISCAL YEARS 1980, 1988, AND 1990 

($000) 

Percent Change Percent Change 





1980 


1988 


1990 


1988 to 1990 


1980 to 1990 


.Maine 
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Nevada 
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lABLE 1 (c-ontinued) 



APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER EDUCATION 
OPERATING EXPENSES 

Percent Change Percent Change 





1980 


1988 


1990 


1988 to 1990 


1980 to 1990 


Virginia 


444,054 


915,836 


1,107,480 


209% 


149.4% 


Anzona 


232,707 


498,036 


569,982 


14.4 


144.9 


Flonda 


6503M 


1367.174 


1,567,712 


147 


141.1 


Newjersev' 


477,891 


l,0io.773 


1,142,805 


124 


1391 


Hawaii 


124359 


243,118 


292,456 


203 


1352 


Georgia 


385,132 


759.4W 


8^^,669 


165 


129.7 


North Dakota 


61.822 


115,723 


139,911 


20.9 


1263 


Alabama 


M4.683 


669,992 


776.641 


159 


1253 


Wyoming 


51,66i 


111,583 


116,183 


41 


124.9 


Vermont 


27,0()2 


49,990 


5y.v30 




12n 


Delaw-are 


53,273 


101.339 


115,541 


140 


1169 


Tennessee 


335.612 


636322 


727,449 


143 


1168 


New Mexico 


138.624 


262,813 


296,410 


128 


1138 


Ohio 


669,197 


1,265,213 


1,427,041 


128 


113.2 


New York 


1,>43,416 


2,874,893 


3,185,045 


108 


1064 


Q)nneaiait 


226371 


414.17^ 


463.796 


120 


10*9 


Q)lorado 


246.866 


441,070 


50i.757 


144 


1045 


Indiana 


398,997 


7W,703 


814.021 


155 


104.0 


Cali' Tiia 


2^14321 


5.071,271 


5.740,737 


132 


1040 


Rhode Island 




127,759 




131 


IAI c 

lUl > 


Texas 


1315,525 


2,231,785 


2,624,288 


176 


995 


Minnesota 


477.731 


815,663 


946,779 


161 


982 


Oklahoma 


228.827 


3S^,4ai 


453,090 


l49 


980 


Utah 


138,787 


257.218 


272,201 


58 


961 


Nebraska 


150.940 


227,974 


290,491 


2-^4 


925 


Missouri 


314,807 


503,019 


603,535 


200 


9r 


South Carolina 


320.^12 


521.016 


612,508 


17.6 


912 


l^ansas 


238,839 


361.178 


444,788 


23.1 


862 


lijaho 


85.028 


139,136 


158,247 


137 


861 


Mississippi 


233.8>J 


360,0.^ 


432.9-1 


203 


852 


Alaska 


95.906 


165.542 


176,023 


63 


835 


Kentucky 


299,918 


\m\9 


550.182 


112 


834 


Fenns\i\"ania 


742.-415 


1.173.572 


Ij6l36l 


160 


834 


Montana 


60.4<M 


105.106 


109.416 


4.1 


809 


lilinois 


931,489 


1.331777 


1.675322 


258 


799 


Iowa 


282.114 


441,458 


502.293 


138 


m 


Arkansiis 


169.66J 


2^U.^3 


301,200 


59 


•"5 


Ntichig-an 


808.320 


1303.202 


1.408.009 


80 


"^42 
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TABLE 1 (continued) 

APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER EDUCATION 
OPERA11NG EXPENSES 

Percent Change Percent Change 





1980 


1988 


1990 


1988 to 1990 


1980 to 1990 


Oregon 


<229,013 


<349,«0 


1395398 


13.1% 


72 9% 


Wisconsin 


468.618 


705,430 


784,141 


11.2 


67,3 


South Dakota 


52^31 


73,732 


85,995 


166 


(A6 


West Virginia 


158,119 


237,4(M 


251,505 


59 


59.1 


Louisiana 


330,008 


4SM,507 


522,912 


57 


585 


Total 


$19,104,191 


$34,408,082 


$39,326,391 


14.3% 


105.9^1^ 



SotfKce: C'raptvtne, Otiolx^r/Novcmbcr 1989. No. 358. p 2262 



A CONCEPTUAL OVERVIEW OF STATE BUDGETING 



Once people looked to the stars to tell what the future would 
bring; today they look at the budget. Tlie budget spans the 
distance between present choices and fliture options (Caicien 
1988). While the federal government provides substantial sup 
port to higher education in the form of .student aid and re- 
search grants, state governments bear the principal respon 
sibility for budgeting for public higher education operations. 
Thus, state governments are the principal piirticipants in s\vjn 
ing both the present and the Hiture of higher education. 

A basic framework is the starting point for understanding 
state budgeting. The framework cannot depict the details, but 
it provides a basis for understanding the major conditions, 
players, responses, and outcomes of state budgeting. Such 
a framework includes environmental factors, the state orga- 
nizational filter, a fiinding approach, and outcomes of dollars 
appropriated and goals achieved and evaluated (see figure 
1). Each Slate has its own conditions, both environmenuil and 
within the government, just as each state's appropriations out 
come is distinctive. 



FIGURE 1 

STATE BUDGETING FOR HIGHER EDUCATION: 
A CONCEPTUAL FRAMEWORK 
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Although the elements .ire cliMg^»reg;Ued for the puq-nxse 
of ;inalysis» it should Ix" stressed th*u much overlap cKxurs 
within the sute budget prcK'ess for higher eduaition 'Hie fol 
lowing sections kx)sely group these conceptual elements 
under the descriptors ' context^ "pRKe\s.*^ and "prcKlud *' 

Environmental Factors 

Conditions outside lx)th state government and higher edu 
elation can affcci state budgeting. 'Iliis subsection outlines 
these conditions and how they relate to buciget outcomes, 
the next ►edion discusses changes cKCumng in the conditions 
themselves. Precisely how these conditions affeci budgetary 
outcomes mid prcx'esses h;Ls Ix^en the subject of numerous 
studies, beginning with Solomon l^abricant in 19S2 Fabricant. 
Ira Sharkansky, Tlionm Dye. and others conducted studies 
of state budgeting behaviors and outcomes 'Ilie environment 
includes conditions that are generally recogni/ed ;ls external 
to the current relationship between the state and higher ed 
ucation ;ls well ;ls conditions of the p;Lst funding relationship 
between them. An example of the latter is previous .state 
budgets for higher education. 'Iliey are included in environ 
mental conditions becau.se they exert influence on the current 
state higher education relatioaship, |ust ;ls economic, polit 
ical and demographic conditions influence the relationship 
Four categories of environmemal conditions t\picall\ are in 
eluded in the.se .studies: ( I ) historical factors, (2) political 
factors, (3) economic factors, and ( 0 demographic factors 

Historical factors and budget outcomes 

Historical factors include past .state budgeting practices and 
higher education's p:Lst .share of the state's buciget that tangibly 
affect buciget outcomes :ls well ;ls less tangible hi.storical fac 
tors, such iLS .slate culture and traditions Mcxst of the p:Lst lit 
eratuie h;Ls fcKu.sed on the moie tangibL hi.storic^il factors, 
such :ls incrementalism. Although scant e\'idence exi.sts. it 
could Ix^ that historical factors, such ;ls the organi/:itional 
cultures of state government and higher education institu 
tions, significanily afTect the budget outcome for higher edu 
elation :ls well. 

llie first proposition about budgeting tcxlay is that '*LLst 
year s allegation is the al>solute minimum to be expected from 
the .state this year * (D Jones 1984. p. 64) Hie inviolability 
of the ba.se is frequently referred to as "incrementalism.*' that 



IS. the j^nidual pro^rcNsion huikling u[X)ii prcMoas decisions 
(sec. e.g.. Wildax-skT 198*0 IrxTcmcnialism or hmiied non 
comprehensive change -\\*is the masi common meihcKl of 
budgeting at one time, "iranvihing can Ix* siiid al"K>ut the dif 
^ercnce.s in incremental budgeting at state and fcxlera! levels, 
it is that state perM)nnel seem to lx» even more fiLscinated with 
the dollar increment of change in an agency 's budget pro 
jXKsal" (Sharkansky 19^0. p 56), Another rescarAer found 
that, in three midwestem stales* spending on higher cxiuca 
tion. the previous approj^riation wils the single greatest pre 
dictor (>f statc*s* spending on higher education (jjngen 
felter 19'^i). 

Despite many studies that have sho\m the im|x>nance of 
the previous appropriation in prediamg subsc^tjuent a|">pro 
priations. however, the ccMUeiM of incremental ism in budget 
ing hiLs been challenged Witdavsky's study of the fcH.leral go\ 
emmeni noted that its budgets expenencc^l "shift j^oinis" 
during the peri^Kl l^W to 1963. 'Iliis measurement of non 
stable incremental behavior appears to be unique in the lit 
erature on government budgeting, and >X'ilda\'sk\' suggests 
several reiLsons for the existence of shift points accounting, 
congressional super\ision. reorgani/;iiion of activities from 
c;ne agency to another, external variables, new law.s. changes 
in appropriations policies. parii.s;in controversies, or uniden 
tified iN.ues (\X'ilcla\sky 19H6). l*uriher. while .slate .spending 
for higher education w.ls largely incremental, ii did not pro 
gress forward in sic^acly. predictable jumps (lyclck)n 1989). 
A study of the 50 slates showed lhai each slate's regression 
line had breaks cKVurring ai clitTereni |'K>inis in the 25 year 
pericKl ( 1%0 to 1985). And iiuremenialism has been criii 
ci/.ed as a theorv* of budgeiing thai pro\'icles \\n irresistible 
description of the buclgeiary prcK-ess" (Ijt^xuip 1988, p. 3"^) 
Budgeting has changed in rcveni years from a prcK*ess that 
is primariK' concerned with boiiom up and line item decisions 
(microbudgeiing) to a prcK'ess f(K*u.secl on high le\'el cicvi 
sions on spending, relatiw budgei shares, and a lop clown 
approach ( macrobuclgeiing). Aiihough the latter stucK' wa.s 
conducied on the federal buclgei. not on .stale budgets. e\ 
perience in Michigan and Illinois indicates thai .some exidenie 
of macrobuclgeiing is cKcurring in .state appropriations Slower 
growih in revenues, incieascH.1 compeiiiion between political 
parties, and elToris to shift ext.sting funds into more political ly 
popular program areas have cKrurrcxI (Irlx)up 1988) 
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in making budge::ir>- decisions, st;itc govcmments must 
deal with many competing areas. Tlie needs o( educiitiv)n, wel 
faro, public health, and other stiUe-s|X)nsored services often 
conflict, and spending for one area may mean a trade-otT 
against spending for another area, hi Tennessee, for example, 
the governor promised to incrc*:ise starting salaries for tc^achers 
in elementary and secondarv^ schcx)ls— wliich could clause 
a ripple efleci if higher education and state employees push 
for similar salary increiises (National Conference 1988). 

In essence, mcxst of the literature on historical factors and 
state budgeting hits desalt with concrete factors, such :\s the 
share of the budget and incrementalism. Some observers have 
suggested, ht)wever, that less quantifiable historical factors 
like political culture and traditions also significantly aflcct the 
outcome of the state budget for higher education (see, eg , 
I-ishcr 1988a; Garms 1986). 

Political variables and budget outcomes 

Changes in politicil factors also appear to have relatively little 
mfluence on changes in states' tMil spending Changes in 
parrv' stiength, however, were consistently related to chiuiges 
in ihe amount and proportion spent on education and other 
specific budgetarv^ categories in states with four year guber 
natorial terms Oones 197^0. Higher education is politic^al in 
the sime sense that other entities of state government are po 
htical. Universities and colleges are subject to demands from 
the environment, as are all other government s-\steiiis. And 
higher* education is political because the institutions have 
links with the formal authority of the state pohtic-al system 
(Wirt 1976). 

bttle recent literature addresses the efiect of political factors 
on funding outcomes, for much of the research was con 
duaed in the l%Os and early 1970s. 'Iliose researciiers found 
in general, however that the statistically meitsurable relation 
ship Ivetween political or govemmental variables and policy 
outcomes was verv' low. Political variables are not predictor 
variables. 'Iluy do not have direct effects hut are retlections 
of scK-ioeconomic characteristics of the states in which they 
exhibit their effects (Dawson and Robinson 1963, Sharkansk>' 
and Hofierbert 1969). 

'Ilie lack of direct communic^ation between members of 
the public and state politicians regarding higher education 
cieates difficulty in tracing clause ind effect in educational 
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policy making (Eiilau 1971). 'n*jc exchiinge that cxcuis !S 
"sporadic and unorganized, usually dealing with sonx* specific 
mailer but not with higher education as an institutional con- 
cern of society" (p. 213). Tiiis observation is still true in that 
citizens' contacts about higher education usually have more 
to do with tuition, fin;incial aid, or admission policies at par 
licular institutions. Rarely do citizens write or call a politician 
with a concern about the entire higher education system or 
alx)ui overall state financing of higher education or abou: 
much beyond their individual interests. Nevertheless, in re 
cent yc*ars it appears that higher education its a |X)litical issue 
has increased in salience for politicians, and higher education 
;is an interest group has incrcntsed greatly in importance. 'Ilie 
advent of incentive programs, the incrcitse in overall spending 
beyond the rate of inflation, and other outcomes indicate 
some fomi of political demand. 

Economic variahtes and budget outcomes 

Economic variables liave direct relationships with state ap 
propriations. Wealth is one economic variable that is impor 
tant bec^ause it is an expression of a state's ability to pay for 
service.*^. Frequ'^ntly used indicators of wealth are personal 
income and availability of general revenues. 'Hie eiirliest such 
study found that per capita income within a state was the main 
determinant of the level of the state government s expendi 
lures (Fabricant 1952) liiter studies using per c^apita personal 
income have shown mixed results with respect to the pre 
diction of total state spending for higher education; the prin 
cipal difTerence (xcurs with what outcome is being predicted 
For example, two studies in the mid 1970s showed that per 
c^apiia income had no significant eflect on state higher ed 
ucaiion expenditures per capita (Ungenfelter 1974, Peterson 
1973), but the s;ime two vStudies showed tl a per capita in 
come did have a highly significant effect on overall percoitu^c 
increases in public expenditures for higher educiition. A re 
cent study also found a significant positive relationship be 
iween personal income per c^apita and state higher education 
expenditures per cnipita (Garms 1986), while another found 
that per cnipita income within a state had no significant elTect 
on .state aid per student at major research institutions (Cough 
lin and Erekson 1986). Clearly, the influence of per capita in 
come on .state appropriations for higher education descr\'es 
further study 
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Ill most Gises, the availability of general revenues has been 
found to be very closely asscxiated with state spending for 
higher education (Coughlin and Erekson 1986; Garms 1986). 

Demographic variables and budget outcomes 

Demographic variables in many studies have been used to 
ni(Klify an economic variable, usually to permit comparisons 
among states. For example, a study might examine state ap 
propriations per student enrolled or the effe.t of per capita 
income on budget outcomes. At other times, demographic 
v-ariables have been used as individual viiriables tcjgether with 
economic or political variables. 

'Ilie specific results of studies of relationships between de 
niographic variables and budget outcomes are not clearly 
summarized. Of the four categories of viiriables, demographic 
variables have been treated least consistently in the literature, 
although the most often tested demographic variable is some 
fomi of college enrollments, Enrollment h;is been measured 
in a v'-ariety of ways— full time equivalent (Rli) students, head 
counts. FfE students enrolled as a percentage of the college 
age population, or change in enrollment overtime. Statisti 
uilly, the relationships between state spending for higher ed 
ucation and measures of enrollment haw included correla 
lions, time series and trend analyses, and multiple regression 

Enn)llment is included :ls part of environmental conditions, 
although one might consider it interna^. Some jusiification 
exists for including it here. For one thing, enrollment is a 
preexisting condition. Funding formulas can depend, at least 
in part, on the number of students enrolled in previous years 
as a basis for funding considerations For another, enrollment 
IS not exclii;>ively the domain of the state Decisions regarding 
admissions, including the number and mix of students, are 
generally the institution's domain. 

The results of studies attempting to link enrollment with 
state appropriations have bcvn contnidictorv' One study noted 
"a strong correlation between college costs to the stales and 
enrollment" (Kim and Price 1977, p, 256). In contnust. another 
found very weak relauori,»hips between changes in enrollment 
and changes in revenue in California O^^'''^'^*^ 1978), A study 
of state appropriations to higher education between 1968 and 
19"''' found that the change in spending was independent of 
( anges in enrollments in higher education (Ruyle and 
Glenny 19"^9) And another more recent stud) found that in 



crcxsed enroIImenLs in public institutions typically rcsultcel 
in a net loss of state appropriations per FIT. student (Ijcslie 
and Ramcy 1986). Tliese contradictory results may be the re 
suit of many factors, including the inherent distinctiveness 
of each state's budgeting prcxess. 

The State Organizational Filter 

Tlie state organizational filter is the first portion of the state's 
response to the external environment. It h;is i\vo major com 
ponents. the broad sociopolitical context and the more spe 
cific relationships between the state and its higher educ^aticui 
community. Each state filters its environment;! I conditions 
in certain ways. A state may respond to one set of environ 
mental conditions but not ;inother, or it may respond c|uickly 
to a third condition and more slowly to a fourth. One set of 
actors in the prcK'ess might respond, while others dc^ not re 
spond at all to certain conditic^as. For example, one state's 
lax structure may be based largely on .sales tiixes (Florida, for 
example), which could mean that bcrause the yield from an 
income lax varies more over ihc business cycle than the yield 
of a ger.eral luiies uix, a .state with an income tax s>'.stem may 
read more cjuickly to economic changes than one with a rev 
enue system based on a .s;iles tax (Mikesell 1984). 

The .stale orgiinizational filter, however, further mcKlifies 
the impact of those environmental changes on the .state's 
higher education sy.stem. For example, a .state with declining 
revenues might treat higher ediotion the .same as ail other 
.stale funded activities, while in another state, higher education 
might be somewhat protected (or conversely unprotected ) 
from falling revenues beciui.se of factors in the .state orga 
nizaiic^nal filter. In 1985. for example, the Texas R^gislative 
Budget Board, facing falling revenue from oil and gas, recom 
mended drastic cuts in higher education but no cuts in other 
.stale agencies. **Tlie board could have gone back and reduced 
its recommended appropriations for all state agencies, but 
it did not. Hie easy, c|uick way . . . was to pull it all out of 
higher [education), . , . [which) is exactly what the Ix/ard did 
'Unis the recommendation for a 26 percent decrease" (IMe 
miller 1985, p. 13). 

riK? relationship between the .state and iastitutional funding 
goes even f.irther in mcKiifying re.sjX)nses to environmental 
conditions Again, using the example of Texas, the University 
of'Iexas.sy.stem had been established .so that it would ha\'e 
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a power base in the political system. Tlie formal governance 
relationship was developed to ensure that the system had in- 
stitutions in each region of the state so it could cover legis- 
lative v^otes (Biemiller 1985) The inclusion or creation of in- 
stitutions on the basis of a relationship with legislators, a 
governor, or other powerful interests is, as shown in Texiis 
in 1985, a means of mcxiifying the state's responses to envi- 
ronmental conditions. Tlie University of Texas system relied 
on its political clout from every region of the state to avert 
the proposed 26 percent cut in its budget. 

Sociopolitical context 

Hie principal components of the sociopohticnil context are 
U) organizational participants, structure, and climate; (2) pro 
cess issues, including timing; and (3) technology and knowl 
edge bases of the state Wliile each state is different, they ex 
hibit some commonalities. For example, each state has similar 
types of decision makers in the budgeting process, though 
they have different formal and informal roles and different 
levels of impact on the outcome. Every state has a governor, 
a legislature, and some sort of statewide ccx)rdinating or gov 
cming bod>' for higher educ^ation, with the exception of >XY 
oming, which has no designated statewide postsecondary 
body (McGuinness 1988). 

Organizational participants in state budgeting. Tlie gov 
emor generally serves as a state's chief budget officer. In that 
role, he or she generally sets the overall tone and parameters 
of the budget, consolidates budget requests from agencies, 
lobbies the legislature on budget items, apj^iroves or vetoes 
the budget, and implements and controls the budget (Adler 
and bine 1988). Tlie ability to exert leadership on public pol 
icy, whether in the budget or other areas of policy, depends 
on a variety of factors and the fit among those factors: 

/ The condition a) id tradition of a state at any point. 

2 The perceived need for action in higher education made 
up of polity issues .^/ul political demands coming from 
higher education 

3 The governor as an individual 

4 The formal powers of the governor 

5. The governor's ability^ to influence policy making, espe 
daily to build netuvrks with other participants in the 
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policy-making process and to establisfj a policy agenda 
Jor state govL>mment (Acller iind liine 1988, p, 8). 

Tlic state budget office, a part of the executive branch, is 
also an impodant particij)ani in the prcxess. Its formal and 
informal roles differ from state to stxite as well iis within states 
overtime. Tlie orientations ofstiite budget offices toward their 
roles "reflect differences in tradition, views of appropriate in 
stituiional relationships, perspectives on how best to serve 
the governor, and patterns of job expectation and staff recruit 
meni. Wliile states may differ on these 'givens,' |it) does not 
suggest that a budget director and staff are more or less in- 
fluential within their own state than are others within their 
respective stales" (Gosling 1987, |). 63). Little attention is 
given in the literature to the roles and influence of state bud 
get offices in policy making iis opposed to budgeting. 

In contrast to governors' roles in setting agendas, legisla- 
tures more typically see their roles as parcK'hial and directed 
more at assisting constituents Thus, \\\c legislature tends to 
operate more narrowly on distributive and rc'-stributlve mat 
ters (Brandl 1988), like the research about state budget of 
fices, research on suae legislatures and their policy making 
is limited, partly because of the difficulty of building gener 
aliZiUions on 50 diverse settings (Oppenheimer 1985). One 
important factor is the incre^ising number imd professionalism 
of legislative staffs (Davis 1984) unci their impact on the pro 
cess. Tlie staff is cmcial in reducing the reliance of legislators 
on lobbyists (BeVier 1979). 

Process and timing. Budgeting is geared to a cycle that a! 
lows a Slate to absorb and res|)ond to new information 'Ilie 
cycle h;LS four phases, eiich with its ova\ primiiry actors and 
its o\vn lime line. prej)araiion and submission, ap|)roval, ex 
ecuiion, and audit. Several |)hiLses, affecting different budget 
years, could be cKc urring at any given time. 'Hie entire period 
in whic h each j)hiLse occurs can vary greatly from a few weeks 
to many months (lee and Johnson 1983). 

Responsibility for pre|)aration and submission of the state 
budget varies greatly, though at the state level, it usually falls 
to the governor and the budget office to coordinate the effort 
In some states, such jls Mississipj)i, the responsibility for j)re 
paring the budget falls to a legislative commission (Lee and 
Johnson 1983). In .some instances, the higher education coor 



"Q-' - itng for Higher lidtu attou at tlK* State Let vl /J 






diluting or governing 1xkI> also pla>s a role in preparing and 
submitting budgets. 

^udget approval is nearly always a function of the legis 
latiire. Some states place all state budget areas within a single 
a|-)propriations bill, while others have iis many as hundreds 
of appropriations bills. A legislature might be legally restricted 
in the degree of change it can make in the governors budget, 
for example, the Maryland and Nebraska legislatures are re 
stricted in their ability to increase the budget. The last step 
of the approval process is signing the appropriation into law— 
or vetoing all or part of it. In no aise can a governor augment 
the budget beyond what is provided by the legislature (Lee 
and Johnson 1983). 

Lxecuiion is the third phase, and it begins with the fiscal 
year. It is common to have some form of centralized control 
during this phase, such as a state controller's or treasurer's 
office. Such control includes apportioning the fisc^al year s 
fi.Hids in some manner throughout the year to ensure that 
agencies do not spend all their available funds in less than 
the fisc^al ye^ir and that agencies do not transfer large amounts 
between budget lines (Lee and Johnson 1983). 

Tlie final phase is the audit, the original pur{X)sc of which 
was to guiirantee executive comj-)liance with the provisions 
of appropriations bills. Tlie scope of auditing has been broad 
ened in recent yeiirs to include assessmentsof whether goals 
were achieved (I>ee and Johnson 1983) or assessments of the 
effect of proposed policies In Kansiis, for example, the Ix*g 
islative Division of Post Audit's report on the effect of elim 
inating university degrees and programs examined each 
university's degree |:)rograms and noted the reasons for dis 
continuing programs or degrees and the effcvts of the changes 
on rCvSources (Green and Riggs 1988). 

Technology and knowledge. A recent technological change 
that has affected budgeting is the widespread use of compu 
ters by staff and decision makers themselves Most states have 
computerized data bases to permit tracking of the budget 
(both during development and execution) as well as links 
among agencies and higher education institutions (Adams 
1988; I^aterson 1985). Tcchnologv' alone is only a portion of 
the total picture* Decision makers and others in the organi 
/ation must be able to use the technolog}' and rnust have an 
understanding of the issues related to the budget itself Tech 
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nological expenses in government are estimated to be 80 per 
cent "orgware," thai is, the peoj^le-oriented organizational 
issues that must be dealt with if a technological system is to 
be effective (Toreg:is 1988) 

The relationship between the state 
and institutional fumiing 

Tlie most direct and tiingible link between state government 
and higher education is usually the budget, and that relation 
ship between state government and institutions of higher ed 
uc^aiion shapes both the staicture of the budget and its pur 
poses (D.Jones 1984). A suggested Sj^ectaim of state- 
institutional fiinding relationships (termed 'Tinancial gover 
nance" to distinguish it from staictural governance, which 
reflects discernible linear relationships [Curry and Fischer 
1986)) ranges from educational institutions treated ver>' much 
like stale agencies to institutions that function like indepen 
dent, nonprofit organizjitions and get funds through contract 
forsemce (Curry, Fischer, and Jons 1982). In between these 
two ends of the S|'>ectaim are state controlled institutions and 
state-aided institutions (see figure 2). 

FIGURE 2 
RELATIONSHIPS IN GOVERNANCE 
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llie funding relationships are complex, and they dilTer from 
state to state {D Jones 1984 ). One area of variation is the dif 
feience between statewide coordinating and governing 
hoards. Statewide governing boards tend to be more con 
cenied with issues of institutional management, whereas coor 
dinating boards concern themselves with issues of higher ed 
ucation policy. Bcxause of these* dilTerences, their approaches 
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to budgeting for higher education could differ. No evidence 
of it exists in the literature, and it would be worthy of future 
study. Furthermore, the relationships can vary for different 
types of institutions within a state, **For example, in Califomia, 
community colleges are treated as ioc^ai govemmental entities, 
while the university and state college and university systems 
are trc^ated as state operations and subject to different budget 
prcxedures" (Curry and Fischer 1986, p. 11). In fact, some 
empirical support exists for at least differentiating state sys 
tems of iwo-yc\ir colleges on a continuum of financial and 
[)ersonnel regulation, much like that suggested by Curry and 
Fischer (Fonte 1989). In addition, the relationship within 
a state may change over time as a state lcx)sens or tightens 
lis control over institutions anci their patterns of spending 
(Hines 1988a). 

The Approach to Funding 

'Pile approach to ftinding itself is another ma)or segment of 
the conceptual framework, Frecjuently, reseiirch on fiinding 
technicjues hiis been too descriptive and less analytical than 
It could be. Such a focus may underemphasize some key 
issues, notably those iiSvScxiated with policy judgments and 
the decision prcxess, Understiinding and clarifying the de 
cision prcKCSS can be ;issisted by fcx'using not only on policy 
objectives or technicjues but also on examining how those 
elements affect—or are affcx'ted by— criteria for evaluation. 

Formula funding is the predominant approach to funding 
states use (Uimb 1986) A recent survey found that of 46 re 
spondent states, 29 used a formula or guideline to request 
jnd/orallcK^ate vState general fiinds for public higher education 
(Maryland Higher Fduc^ation Commission 1988), Within any 
approach to funding, certain policy judgments shape the par 
ticular technicjue of allcxatjon used and some sort of eral 
nation of the utility of the appnrach. 

Categories of policy jtidgments 

Funding dc\ isions are made on the basis of policy judgments 
that can be categorized in four ways: ( I) the link between 
effn iency and enrollment, (2) diversity of missions, (3) ec|uity 
and fair share, and (4) cjuality, outcomes, and effectiveness. 
Pohcy makers make hoices among their values and set prior 
ities as they develof) -or use— an approach to allegation that 
handles the issues included in these categories. Wliether ob 



jectivc (that is, quantitative) procedures and d;ua are used 
does not alter tl : fact that policy makers make value decisions 
(Wirt, Mitchell, and Marshall 1988). 

The liiik between efficiency and enrollment. Many 
funding decisions, especially those in states using formulas, 
are linked in some way to enrollment in higher educ^ation. 
'Iliese enrollment based apprcraches to fiinding are legacies, 
many observers belicA^e, of the growth era (Brinkman 1984; 
Camthers and Orwig 1979; Hale and Rawson 1976; D. Jones 
1984; Moss and Gaither 1976). In pencxls of growth, the real 
cost of one additional student, that is. the marginal cost to 
the institution, is less than the average cost of a student. In 
times of declining enrollment, institutions can incur dispro 
portionate kxsses of funding if formula based reductions are 
based on average costs. Approaches to funding that lessen 
the hold of enrollment over funding include decouplmg, buf 
fering, enrollment corridors, or marginal or fixed costs. "De- 
coupling" refers to shifting fiinding from enrollment bitsed 
approaches to program based funding {o remove enrollment 
as a source of reductions in funding. "Buffering" is used to 
sm(X)th a precipitous drop in enrollment in a single year by 
averaging enrollments over several years. ' Enrollment cor 
ridors" provide a range of allowable change that does not af 
feet levels of funding. And apjTOaches using "marginal or 
fixed costs^^ mitigate the effect of a decline in enrollments 
by reducing fewer resources than would be the otse with a 
linear funding formula (Mines 1988a). 

As states with (xinding formuhts consider such approaches, 
two kinds of questions arise. 'Hie first has to do with the tech 
nical correctness of the approach, the .second with whether 
the addition of complexity to the funding techiiicjue interferes 
with desirable prcxedural or prcxe.ss \^jlue.s. Decoupling, 
along with other recent changes, for example, had the dis 
advantage of making formuhts much more complex (Brink 
man 198-^). Similarly, both questions of technic al experti.se 
and political problems stand in the way of .states' widely 
adopting tcvhnic|ues of marginal costing (Allen and 'Ibp 
ping 1979). 

Diversity of mission. Diversity of educational mission is 
an underlying value of nxxst .state systems of higher education 
'Ilie flagship research university has a different expected role 
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and mission from that ot thc regional colleges or the com 
nuinity college system. I'ormula fiinditig has often heen crit 
ici/.eU for having a "leveling" effect on itistitutions (Gross 
1973), hecause formulas may fail to aJec|uately raogni/e clif 
ferences in mission. 

Equity and fair share. One approach to ecjuity or fairness 
in state government appropriations is providing the s;ime 
funds to L^ach Institution for each Fill student enrolled in a 
comjxinible prognim of instruction I'C|uity or fair share fo 
cuses on several aspects of "fair share" in the division of 
funds. Hie "ecjuity ' or "fair share" in allcKation is decided 
on the hasis of divisions ( 1 ) of funds among institutions as 
well as divisions within institutions, (2) of costs hetween the 
student and the state (Hearn and Anderson 1989), and (3) 
of funds hetween t!ie state and an institution's other sources 
of funds Ilie use of economic analysis in the calculation of 
"puhli ' benefit" and the division of state \ersus kK*al Oi pri 
\-ate shares has heen suggested (Breneman and Nelson 1981 ). 
The " public benefit" is, however, ultimately "in the eyes of 
the beholder . . [and] the evaluation is political" (p C) 

Techniques of alJocatiou 

'fechnicjues for allocating resources can be di\ icled into two 
basic and competing approaches. ( 1 ) the politKal or interest 
group interaction model and (2) the "rational school" models 
(Morgan 198-1) 'I*he former includes incrementalisin and po 
litical log rolling, the latter foimula funding as well as lessei 
used approaches like zero base budgeting (/Jili), planning 
programming and budgeting systems (Pi^BS). and perfor 
mance budgeting. Despite their inclusion in the "rationalist" 
group, formulas are often "iid)usted" for political reasons 
I'unding formulas are "a combination of technical judgments 
and political agreements" (Meisinger bF(). p 2) 

Fortudtive and snmnuitive evaluation 
Evaluative processes. State decision makeis evaluate the 
process and results either explic itiy or implicitly A number 
of authors have described explicit evaluation, occurring while 
allocation is ongoing, in the literature cmi tornuila fiinding 
(Ikinkman I98-1, Ciruthersand Orwig 19:^9, Hale and Rawson 
I9''6. Halstead Morgan 198k Moss and Gaither bro) 



ERiC 37 



'Flic seminal work on state flinding formulas provides three 
broad criteria for evaluating an approach to funding. 

1. Technical expertise. Does the formal technique of alio 
cation measure, weight, identify, or qualify effectively what 
it puq:)ons to measure, weight, idem.fy, or qualify? 

2. Tiw-way feedback Is the allocation process ''open'' and 
does it encourage and facilitate participation and the com 
munic^aiion of views on institutional needs and the state s 
priorities among all aaors in the process (legislature, gov 
emor, higher education ageixy, insututions, the general 
public)? 

3. Clarification of values and issues To what extent dcx?s 
the alloc^ation process highlight the choices in value and 
the facts involved in any choice? (Miller 1964). 

Fonnaiivc and summative evaluation provides opportunities 
to assess both the process and the outcomes and to mcxjify 
either or both. Bec^ause state appropriations are made through 
overlapping cycles, the results of summative evaluation can 
be used as formativ" evaluation and feed immediately into 
the prcxx\ss. Unfortunately, evaluation of state funding pro 
cesses is one of the less fuHy developed parts of the decision 
paxess, and the opportunity is not fully exploited. 

Quality, outcomes, and effectiveness. In most states, the 
maintenance of quality is the rCvSponsibility of the institutions 
Incretsingly, however, states have attempted to define and 
use some mc^asure of quality in their funding jmxedures, 
though most have found it difficult to define or meitsure. *Ilie 
absence of perfoniiance criteria in jxtst approaches to alio 
cation is "not a matter of simple oversight" (Folger 1984, p. 
2). States wishing to .nclude criteria for cjuality or perfor 
mance in the budget prcxess must deal with the definitions 
of quality and effectiveness, the meiisurement of performance, 
and the establishment of objectives for cjuality or perfor 
mance *I1ie practice of mccLsuring and recognizing cjuality 
in higher education s|wad raj:)idly through states in the i9HOs. 
Asur\'ey of the 50 states in 1983 showed that for four year 
colleges and universities, 13 states were specified ly ''changing 
their financing structure to j')romote quality" (Ix'slie 1983, 
187). A more recent suivey found that almost half of the states 
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now have explicit incentives in their budget processes to im- 
prove the quality of higher education (Maryland Higher Ed- 
ucation Commission 1988). States have increitsed the use oi 
incentives for at least two reasons: hicentives are part of a 
''market strategy'' of voluntary participation by colleges and 
universities, and they are thought to be more efficient in 
achieving objectives than are regulations (Folger 1989). States 
recognize oiher outcomes: number of degrees granted, for 
which they might alloc^ate money on the basis of reimburse- 
ment, or increased enrollment or retention of minority 
students. 

Research questions arising from this category are similar 
to those recognizing mission: an analysis o\ trade ofFs of in- 
stitutional autonomy, communication of values, andconsici 
eration of whether the process is participatory. 

Summary 

Examination of the .state higher education budget process be 
gins with a slate's external environment, which includes its 
history, politics, economy, and demography. The effects of 
these major factors have been studied with respect to the total 
budgetary outcome of total spending on higher eduauion. 
Tlieir effects are varied, in part because the research varies 
in approaches used. Tlie effects also vary because different 
states have different environments at different times and re 
spond differently to environmental conditions. Tlie state filters 
the environment somewhat ;ls it re,sponds to, or ignores, envi 
ronmental factors. 

llie rotes of various organiziitional participants depend on 
the state in which they are working. In most states, the gov- 
ernor sets the broad agencla or parameters of the suite's bud 
get, and the legislature modifies the distribution of the bud 
get. Governors' budget offices are also important participants, 
however, their roles and influence are little studied phenom 
ena. Tliese roles iire txnh informal and formal, the latter in 
eluding styles of financial governance. 

Budgets operate on several time schedules, including four 
phiLses in a single budget cycle: preparation, approval, ex 
ecution, and audit. Ejich phitse is affected by clianges in tech 
nology and knowledge, the most obvious of which is the 
spreading use of computers. Budget preparation and allcKa 
tion involve v arious technic|ues of funding, such as formulas. 



which are the most common approach states use. A phase 
undergoing substantial change is evaluation and feedback. 
States increasingly use this phase of the budget process as 
a means to promote and study quality and efFeaiveness in 
higher education. 
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THE ENVIRONMENTAL CONTEXT OF BUDGETING 



win do some states spend over $200 per person in stale rev 
enue on liiglicr education, while others spend Ixirely $100 
per person (see Ub\c 2)? And wiiv do some states appropriate 
$1S or more per $K(X)0 of income, while otiier states spene* 
less than $8 per $1,000 of income? One factor contnixuing 
to tliese wide v'-ariations among states is tlie special external 
emironmeni affecting eatii state. Tlie impact of the external 
environment on state appropriations for iiigher education is 
sigmfirant (hi\v,ell 1988b; lydUon 1989)/nie external en 
Mronment d(K\s not fully explain the variances in funding for 
higher education among the states, ho.vever. 

TABLE 2 

APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER 
EDUCATION OPERATING EXPENSES PER CAPITA 
AND PER $1,000 OF PERSONAL INCOME: 
FISCAL YEAR 1990 
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lABLE 2 (continued) 



APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER 
EDUCATION OPERATING EXPENSES 
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Mtchigan 
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Louisiana 
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Pennsylvania 
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Vermont 


59,936 
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New Hampshire 
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Total 


$39,326,391 


$159.18 




$9.74 





Source Gnipetvie, Defenil>cr 1989, No. 359, p 2270. 

Tlie fcKus of this section is the envirunmenial context 
within which the State budget prcKess for higher education 
operates and within which policy makers and practitioners 
must fiinction. It discusses the interrelated itspects of the 
changing external environment— historical traditions and the 
political, economic, iind demogniphic contexts — and the re 
suiting challenges for practitioners and state policy makers. 
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Historical liraditions 

A centnil function of all politicil systems is to alkx-tuc rcsour 
ces among competing preferences for their use (Wirt, Mitch 
ell, and Marshall 1988). Values and policy preferences are at 
the heart of all state budget prcKesses. Participants in a state's 
budget prcKess bring with them the v:ilues and policy pref 
erences of their constituencies— state agencies, interest 
groups, and, of course, private citi/.ens— which are lx)th con 
Aiding and complementar>', narrowly defined and wide rang 
ing. In short, the spectrum of values and policy preferences 
represented in the state budget prcxess mirrors ihdi within 
the staters citi/enry "If politics is regarded as conflict over 
whose preferences are to prevail in the determination of pol 
icy. then the budget records the outcomes of this struggle" 
(Wildavsky 1986, p. 9). From one perspecuve, then, a state's 
annual or biennial budget etTectively summarizes the values 
and policy preferences present within the state culture as con 
\'eyed by the participants in the budget prcxess. 

The dimension of value 

'riie current values and preferences in any state's culture about 
areas of public policy, such as higher education, have not 
been generated within a vacuum. 'Iliey are rather the result 
c>f deeply held historical traditions passed from generation 
to generation, which Cv)uld be either beliefs or practices 
(Fi.sher 19H8a). Further, these traditions may tx* nebulous, 
as in the case of myths and sagas ( for example, the ongoing 
attempt by some to maintain Virginia Military' Institute as an 
all-male institution), or they .lay be cjuantifiable. as in the 
case of constitutional articles or state statutes. RegarcUcss of 
their source, these traditions frame the state's higher educa 
tion policy /budget prcxre.ssand act as behavioral regulators 
for the participants. One dimension of historical tiaditions 
can be termed the "value dimension." "Value" in this context 
is meant in the collective sense, as oppcxscd to individual 
philosophical values. 'Ilie collective value historically ac 
corded to education by the residents of a state significantK 
aflects .state educational pohc\' making and ex'^enditures (W irt 
and Kirst 1972). Patterns of public spending for education 
(that IS. resources alkxated among competing preferences) 
tend to be affected by a state's histoncal traditions as well. 
F'or example, .states with historically strong pnvate sectors ot 
higher education tend to spend less over time on public 
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higher cJuution rclatnc to puhYK cJucation for kiiulcrgartcMi 
through grade 12 (Garms 1986). 

The dimension of control 

Control isanotlier liistorical dimension ot the state polity 
i-)iidget prcKess for liigLer education. In eariu^r days, the re 
iationship hetween iiigiier education and state government 
was one sided Colleges and universities kept state govern 
ment at arnVs length until it was time for more dinding (I). 
Jones 198^1). EarK' American colleges "considered themselves 
private foundations Tliey accepted public grants, to be sure, 
but never surrendered control [to the state) over policy for 
mation . . r (Bmhacherand Rudy 1976, p. 3"^)^ Ii^ fact, until 
the ixissage of the Momll Act, the establishment of colleges 
was predominantly a function of|')rivate groups. 

'lliis arningemcnt did not last. As the number of higher ed 
ueation institutions in this country' grew during the 20th cen 
tur\', so did the number of state level ccx^irdinating and go\' 
eming boards A comparative analysis of legislation passed 
in four states between 1900 and 1979 found that over time 
the ..mount of legislation aflecting higher education increased 
(Fisher 1988b). A tendency' did not exist, however, to restiici 
institutional autonomy (Fisher 1988b) !Lither, the sheer 
growth over time in these regulatory' mechanisms has led to 
increased perceptions of reduced autonomy by the academy 
'Iliese perceptions are not without warrant. /Vs governors, leg 
islauires, and the general public ha\'e become more sophis 
ticated about higher educ^ation, the desire for greater control 
during and after the budget prcxess has also increased (! lines 
1988a). luirther, atthougn the American legal system has 
been— and remains— highly recepti\ e to the concept of "cor 
por4ite ' autonomy from external control over time the ac 
ademic profession h.ts become fragmented with regard to the 
principles that underlie academic freedom (Ix\slie 198^). This 
fact tcx) encourages outside intervention 

The Political Context 

Closely related to the context of historical traditions is the 
political context. 'Hie scKial life of a citi/en is intenvoven 
into the political life, and the mediating tactor that makes |it) 
p )ssible is culture^' (Wirt, Mitchell, and Marshall 1988, p. I'^l) 
Higher education and state politics have been intertwined 
since the Mass<ichusetis legislature began making direct leg 



i.slativc gninis to Harv^ard in the l600s (Baibacher and Rudy 
1976). In later years, the passage of the Morrill Act ensured 
that higher education would reinain within the realm of state 
politics indefinitely (Hines and Hartniark 1980). Tliree :uspects 
of the changing political environment as it relates to state 
budgeting for higher educmion include the staicture of higher 
eduL^ation, gubernatorial influence, and legislative irifluence 

The structure of higher education 

During the 1960s and 1970s, most of the states established 
ccX)rdinating agencies to handle the mxvsive expansion higher 
education was experiencing at that time (McGuinness 1988) 
With the formation of these state agencies, many of the pow 
crs previously accorded institutional governing boards trans 
ferred to the agencies, including planning, budgetary, and 
financial functions. All states, with the exception of >Vyoming, 
have a statutory state level c(X)rdinating, governing, and, or 
planning board for higher education. Of these states, 43 have 
statutory' authority to review and, or recommend budgets for 
higher education to the governor or legislature (iMcGuin 
ness 1988). 

'llie extent to which these state c(K)rdinating or governing 
entities share authority in the state budget prcK*ess, both for 
mal/ex officio and informal, depends greatly on the state's 
political culture. Tliese relationships have a significant, al 
though not always obvious, efi*ect on the conception and im 
plementation of the budget (D.Jones 1984). And these re 
lationships vary from state to state: "Hie conditions of each 
state determine form and powers" (Glenny 1985, p. 13). 

Much of this v^ariance can be explaincxl by the degree of 
centra I i/iit ion present in the .state s .structure of higher edu 
cation. Figure 2, in the previoUvS section, presents a usefiil con 
tipuum for analyzing the degree of central iziition within a 
higher education structure. It shcnvs four staictural models, 
ranging from the highly centralized to the highly decentral 
izc\l. In the state agency nmlel, the coordinating agency and 
the legislature make all of the budget decisions for the in 
stitutions and exercise strict financial control over them. In 
the state controlled model, the c(X)rdinating agency, although 
Mill the primary authority for higher education, relies more 
on the br^dget recjuests of the institutions than in the state 
agency model. In the state aided model, the state and the in 
stitution are jointly responsible for the financing of the in 
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slitution, and the ax)rdinating agency tends to be more of 
an adviser than an authority. And in the free-market model, 
the institution is financially responsible for itself, and the state 
contracts with the institution to provide educational services 
to the citizens of the state In this situation, the coordinating 
agency is but a conduit for the appropriated funds and Ikls 
no real influence in the budget process. In reality, none of 
these mcxiels exist in their pure state (D.Jones 1984) In fact, 
virtually all of the slates fall into one of the first three models 
(Volkwein 1987). Tins continuum illustrates, however, how 
the roles, responsibilities, and influence of the ccx)rdinating 
agency and the governing bourd in the budget process c^an 
vwvy according to the structure in place 

Despite the difference of the structural conditions within 
each ,state, a common element of tension remains between 
c(H)rdinating agencies and governing boards. In recent years, 
this tension hits formed along what can be termed the "ac 
countability/autonomy axis " As state budgets have become 
tighter and mc^e competitive, higher education s constituen 
cies have become more insistent about seeing real outcomes 
from public dollars (Floyd 1982). Although the term 'account 
ability" IS most often discussed in a fisc^al context, it in fact 
has a much broader meaning. 'Flic concept of accountability 
has many different facets affecting different policy domains, 
including the more common concept of fiscal accountability 
(Hartmarkand Hines 1986) Accordingly, the term "account 
ability" can connote different principles to different constit 
uencies at the same time 

In many states, the coordinating agency is the gateway to 
higher education and thus becomes the sounding board and 
messenger for these constituencies Ilie messiige that coor 
dmating agencies have bcxMi bringing to the campuses is that 
they must he accountable in all policy domains. Over time, 
the mechanisms used for ensuring accountability have ranged 
from the foniial (for example, statute, performance audit, and 
administrative rules) to the informal (political clout) (Mingle 
and UMith 1989). 

At the other side of th.is axis is the issue of institutional au 
tonomy. 'Ilie academy has held sacred the principles of in 
stiiutional self governance or self determination throughout 
histop)'. At the core of these principles lie the concepts of 
academic freedom and tenure (U\slie 1987). Hie advent of 
C()(M*dinating agencies and increased state regulation of in,sti 
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tutional matters lia.s led to feelings on campus of overin- 
trusiveness by these agencies into mstitutional matters. Al 
though legislation related to higher education has increased 
over time, no evidence exists that actual institutional auton 
omy has been restricted (Fisher 1988b). In legal matters sur 
rounding ac^ademic freedom and "corporate autonomy," the 
courts have generally deferred to the rights of the institu- 
tion to exercise its judgment in all matters related to the 
institution: 

The Supreme Court has clearly artiudated the JutidcimenUil 
rationale for its [corporate autommyl existence on several 
occasiofis. To wit. a university Ls held to exv;t for the purpose 
of advancing the free pursuit of ideas and enjoys some 
measure of First Amendment respect, if }.ot direct protec 
tion, as an instrument for the advancement of this basic 
social value {\x2<X\i2 1987, pp. 300-301) 

It appears, then, that institutional autonomy remains intact 
In the political sphere, however, perceptions are reality. 
V^c axW for increa^sed measures of accountability for higher 
education has increased the feeling of dimini.shed autonomy 
to the point of supersensitivity on both sides. An example 
of this tension recently tcx)k place in Vemiont. In rcspoase 
to increiLsed public feelings that the University of Vermont 
had lost sight of its mission to the citizens of the state, the 
legislature requested that the university show how its research 
benefited the state and that decisionj about faculty tenure 
were )usufied. In response, the chairman of the university's 
board of trustees sent back a "scorching reply to this assault 
upon 200 years of academic autonomy" {Fxonomist 1989b. 
p. 28). In short, although autonomy may not in reality be di 
minished, it is perceived to be so and thus external demands 
for institutional accountability are being met with increased 
hostility. 

Gubernatorial influence 

Over time, governors have begun to take a more active r )le 
in the formation of policy for higher education (Mer/ik 1988) 
Over the pitst several years, the impetus for creating policy 
for higher education has shifted from institutions to the ex 
cx-uiive mansion (Adler and Line 1988). in fact, "no single 
individual is more important to the development of higher 
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education m any state than the governor" (p, 10), >Xliile the 
ralidity of this claim may rary from siate to state, it is generally 
true that the govcmor has the formal authority to veto or sign 
legislation, appoint his or her own people to state and insti 
ti'tional coordinating and governing hoards, and recommend 
a budget for higher education (Beyle 1983). In essence, the 
govemor's main role in the budget prcKess is that of chief 
faciliuitor. An important original study of the politics of the 
higher education budget prcK'ess found the governor indeed 
to be playing a leading role in the formation of the higher 
education budget in Michigan, Wiscoasin, and Illinois (Un 
genfelter 1974). Of course, this role is played out through for 
mal powers, personal charisma, and a host of other intangible 
factors indeed, one governor in a southem state who lacked 
formal powers achieved significant changes in education 
through shrewd negotiation, consensus building, and example 
(Kearney 1987). It seems valid to assert that "it is the governor 
who has the greatest potential to become the initiator .ls well 
.LS the catalyst for policy chaiiges" m higher education vAdler 
and liine 1988, p. 17). I'rom the perspective of one former 
executive officer in state higher education froiij the Northwest, 
the role of the governor in higher education policy making 
may have i)ecom(^ too active (see Davis 1988a) He lost his 
job .Ls a result of the new governors strong interest in higher 
education jX)licy. 

'llie governor does not make recommendation.s without 
help. Virtually all governors have an executive ixidget office, 
and over one third of all govemon-* have their own appointed 
aides for education and higher education (Davis 1988b) 
'Iliese piofessional statTers know the political economy of the 
state well and in particular the financial outlook for the com 
ing fiscal year. 'Iliey "protect the governor from midyear 
changes in spending plans or from ending up with deficits" 
(Albritton and Dran 1987, p 145). This trend in the profes 
sionaliAition of the exec utive branch has inteasified in recent 
years (Mines i988a), and, as such, the executive budget staff 
and higher educ^ation aides are the individuals on whom t'ne 
governor increasingly relies for setting spending limits and 
developing piiorities in preparing budget recommendations. 

Legislative inflttettce 

'Ilie relationship between higher education and state govern 
ment became increasingly complex throughout the 1980s 



{McGiiinnc\s 1986). 'Iliis increased complexit)- lus a>^ultecl 
in legislatures that aie more sopliisticatecl in matters of liigher 
edueation polia than were their predecessors in many cases 
(MeGuinness 1986). Further, the legi.^lature lus moved from 
a minor to a major player \n tlie formation of police for higher 
education. One reason for it is tiie fact that for many states, 
higiier edueation iiius become the largest discretionary item 
in the budget (Zusman 1986). Tins Increase in state expen 
diiureson higiier education has increased the interest of leg 
islaiors into how and where tiiose funds are spent. 

Tins is where the similarity i:)et\\een the executive and the 
legislative brandies ends, however. Two primary factors con 
tribute to the different tyi^e of influence tliat the legislature 
exerts on the budget prcKCSs for higher education. Tlie first 
factor, wliich could be termed tiie "constituency factor," is 
biLsed on the premise that while the governor must be the 
arciietyi^il statesman representing tlie wide spectrum of pub 
lie concern within tlie state, individual legislators must pui 
first the concerns of the voters in their own particular districts 
(liiancll 1988). In other words, legislators are tlie ultimate pur 
veyors of Tip O'NeilTs maxim that "all politK,s is kxnV^ Ijeg 
islators push those expenditures that directly benefit their dis 
tricis and are indifferent— or worse—toward tliose I')uclget 
Items that result in little or no benefit for the Iiome district 
(Wildavsk)^ 1986), and a legislator whose district includes a 
Cv)llcgeor university will be more likely to favor expenditures 
benefiting the institution and Iiigher education m general 
(Brandl 1988). 

Tile second factor could Ik^ lermed liie ''party alTillation 
factor." Tlie two party structure inlierent in the American po 
liiical ss'Stcm typic^ally fosters intense party loyalties and in 
leqxiriy competition that become readily apparent in tlie 
budget prcKess Hach pai tv' seeks to maximize its presence 
in the state and as a result aligns itself with popular issues 
as a source of symbolic identification. I^;ich party elevates its 
own proposed polic^ ,\sand denigrates the others, reg-ardless 
of the Iniclgetary ramifications (Wilclavsk\' 1986). Ijegislaiors, 
ilien, niust support tlieir party s position on specific policy 
maacrsas well asconstituenis' interests. Party afllliation is 
also important in determining key committee assignments 
and leadership (Lingenfelter 1974). 

'Ilie legislature ser\'es a dual role in the higher education 
budget prcKess. On the one hand, as watcher^ of the \-)ub\k 
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pi!rse, legislators act as stewards of fiincLs for higher education. 
Tlie legislature must ensure that public funds are spent ef 
ficiently and elTectively. On the other hand, the legislature 
also serves as the forum for constituents' and the party's policy 
preferences, in a sense, these roles are mutually exclusive 
in that one role recjuires that rational spending decisions be 
made while the other is inherently irrational, forsaking sound 
fiscal policy in an effort to satisfy a multitude of needs and 
desires (Brandl 1988). "Intense party competition and high 
voter turnout often work in favor of high expenditures" (Shar 
kanskN% cited in \Vilclavsk\' 1986, p, 236). in the legislative ses 
sion in spring 1989, after the speaker of the House and the 
Senate president (both Demcxrats) backed a titx increase for 
educ-ation (see Cage 1989a), the four main partisan groups 
within the Illinois General Assembly (that is. House Demo 
crats, House Republic^ans, Senate Demcxrats, and Senate Re 
publicans) each intrcKiuced separate new spending plans for 
higher education, each one progressively larger than the other 
I.ike the governor, the legislature has a staff to attend to the 
budget and to substantive policy issues. Over the pitsi iO 
years, these staffs have become more professional and pre 
dominant in the budget prcxess ( Pipho 1988). 'Hie roles of 
these staffs may range from nonpartisan analyst to political 
aide and cover all points in between, dejXMuling on the state 
In Florida, for example, the nonpartisan higher educ^.ition 
budget analysts in both the House and the Senate review the 
entire higher education budget recjuest and then make a for 
mal presentation of their lecommendations to their respective 
committees (Turnbull and Ir\'in 1980 In llhnois, staffers are 
partisan ancj more politically active and tend to be less con 
spicuous in the formal areas of the budget prcx-ess. Despite 
this variance, all state legislative staff have become what one 
obser\'er once predicted they would become, "anonymous 
leaders of higher education" (Glenny 1972). 

The Economic Context 

If historical traditions set the stage and politics provides the 
actors, then the economic context writes the script that frames 
the budget outcome for higher education at the state level 
"Not only does higher education affect economic prosperity 
and the entire macroecononr : environment but thai envi 
ronment [also] has a vciy direct impact on the operation of 
our institutions of higher learning" (.\nclerson and NUtssy 
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1989, p. 2), During the 1980s, this obscmtion \v:ls illustrated 
in diffcrcnl regions of the country in that the states with the 
greatest increase in state tiLX support for higher education 
were IcK^ated in regions of the country with the strongest 
economies and vice versa (Mines, HickrcKi, and Fmyne 1989) 
Tliree interrelated aspecis of the economic context affect state 
budgeting for higher education, general economic conditions, 
state t;LX capacity, and availahility of state revenues. 

General economic conditions 

Public support for higher education is directly related to the 
general condition of a state's economy (Wittstaick and Bragg 
1988). Nationally, the economy has enjoyed a period of sas 
tained expansion since 1982, with just a few states the excep 
tions. In the wake of this expansion, the United States h;Ls 
been involved in a balancing act, tr\'ing to prevent inflation 
from skvTcKkeiing or receSvSion from cK'cumng (Anderson and 
Massy 1989). Either one of these events could trigger seveic 
budget problems for higher education. High inflation lowers 
real faculty s;ilaries, lowers available federal funds for research 
and student aid, and adversely afl'ects endowments (Anderson 
19SHb). On the other hand, the onset of recession could re 
duce stale 1;lx yields, resulting in depleted state general fund 
reser\'es (Qirnerale 1988), which, in turn, could bring about 
a period of fiscal stringency and retrenchment like that seen 
in the early 1980s (Gold 1987). 

Two ;Lspects of the cronomy that affect state budgeting and 
bear special mention are the state unemployment rate and 
the per capita income rate. All things being ecjuaL a low un 
employment rate is a prime indicator of a healthy econoim 
Conversely, states with high unemployment rates typically 
have a high degree of competing demands placed upon a 
shrinking state budget, which directly aflecis the share going 
to higher education (Gold 1987). High unemployment creates 
an increased need for state ser\'ices, sucii as public aid and 
other social ser\'ices. Paradoxically, one of the benefits derived 
from higher education is a more competent and emplorable 
work 'orce Oohnston and AsscKiates 198") Some state policy 
makers have realized this relationship, e\en in the face of dis 
mal state economies, "'ib neglect education this year, Ixtsed 
on the premise that the economy is bad . . . saves money in 
the short run but is a disastrous decision in the long run" (Ne 
braska Gov. Kerrey, cited in Beyle 1985. p. 19). Despite this 
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rccognitiDH on the p*irt ot\sUitc polia iiiakcrx the realit\ of 
the MtiMtion i,s that iineniplo\iiient deciea>e> the availabihty 
ot\state re\'einie,s aiul increa>se>s competition for the remaining 
.state fmuLs. 

One ohvious reason for the relationship hetween the rel 
ative wealth of the population and the k^el of go\ernnient 
expenilitures (Wikla\sk> 1986) is that wealthier states ha\e 
a greater t;L\ hase than elo pcK)rer states. Knipirical research 
has inilicateil that a significant relationship exists hetween 
per capita income aiul stcUe expenLlitures for higher education 
(Ganiis 1986). hi fact, one group of researchers conchKled 
that "per capita income is the most important single factor 
affecting higher education spenLling^^ (Kim aiul Pnce 1977, 
p 260). A less obvious reason for this relationship is the fad 
that gross family i:icome an^l a family's tlisixisahle income 
are directly related. 'Ilie moie iiuome a famlK has, the more 
it I an sj^eiul on "nonessentials ^ like liigher CLlucation. De 
maiul for liigher eilucation ser\'ices is deterniincLl to some 
extent by atHuence 'Iluis, as a state's per capita income in 
ireases, tlemand for these servKCs im revises, in tuni putting 
pressure on state gowmnients to increase their expenditures 
on higher education. 

State tax capacity 

State tax capacity is defined as the amount of state re\enue 
that wouki be generated if the re\enue base were tapped at 
the maximum allowable rates for taxes and ser\'Ke fees 
(lierne ami Schramm !986). Revenue bases include the \ol 
ume of general s;iles, licenses issued, corporate income, per 
sonal income, property value, and oil and gas prcKluction 
( I iaistead 1989b) I-or comparative puq^^^ses, if uniform tax 
rates are a|')|^lieil to cwiy state s revenue base, a wide variance 
exists among states (I Iaistead !989b) 'Ilius, the most impor 
tant variable in determining the level ol\i state's tax capacity 
IS not the nominal tax rates but the underlying economic ac 
ti\it\ And state governments face no more severe handicap 
in their task of adecjuately supporting public ser\ices than 
the near permanent burden of low tax capai^ity" (p. 22) Not 
surj^risingly, states with highei tax capacities ha\e been shown 
to allot more state revenue to higher edu^^ation than stales 
with low tax capacities (Garms 1986) 

To improve tax capacity, some states opt to raise taxes. With 
the acKent of revenue shortfalls, many states, both high and 
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low capacity. Iiavc opted to uicrcusc Ui\ rates to make up vcv 
enue (Gold !987). 'Ilic pnnia'A' etlect tliat economic activity 
ii;Ls on a state s tiix capacity and on resulting expenditures 
should not be underCsStimated. however. Uniisiana liiLS long 
relial on the oil and giLS industries in tiie state to provide rev 
enues for public semces. In 1982.4! percent of tiie state's 
revenues came directly from oil and giLS {Hcommist !989a) 
WIkmi tile oil and gas industries began to dry up, however, 
so did IxHiisiana's revenue base, resulting in a $700 millioji 
budget deficit in I9H9 (Cage !989b). As a result, Ix)uisiana 
GcA'ernor Buddy Roemer threatened that unless changes in 
the state t;L\ structure were made to shift more of tiie burden 
to individuals and a\va\' from the faltering oil and gas iiuius 
tries, at least half of the states publii universities wouie! have 
to be closed (Gige !989b) State \'Oters, however. Liefeateei 
a constitutional amendment to implement these changes in 
the state tiLX structure (Pipho 1989). 'Hiis example illustrates 
not only the imjX)rtanLe of the state's economy on t.Lx capai 
ity but also the jx)litical liynamic that (Kvurs within state 
fiscal policy. 

In some states, governors have reali/cd that impio\ing tax 
capacity is more elTecti\eI\' achieved through cxonomii de 
velopment than through t.Lx increases (Mines !988a) Higher 
education has been seen as a means for improving the eio 
iiomic base. primariK through dev elopment of high teihnol 
t)g\'. Several states have lievelopeil plans to entice high 
technologN' industries to establish or relcK'ate within their 
borders by using higher education as a large part of the bait 
(Johnson 198*0. In Illinois, both pui')lic and private institu 
iitms of higher education have established academii centers 
in the western suburbs of Chicago to ofTer graduate studies 
to residents and to eiKourage high teihnoIogN' development 
(Keenan 198^^). Working in lonjunition with private indu.stiy, 
Florida has established "lenlers of exielleiKe ^ and other re 
search initiatives at universities. Higher education is also in 
\t)lved in training and retraining the work force, which also 
benefits the eo)noniy and ultimately t;L\ capacity Between 
198S and 1989, the state of Ohio committed $88 million in 
it,s Productivity Improvement Challenge to provide incentives 
for community colleges, technical colleges, and university 
regional colleges to develop approaches to increase the par 
ticipation of state residents in higher education, job training, 
and retraining \0\\\o Board of Regents 1989) As higher ed 
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ucation hceoiiics more invoK'cd witli improving the stale eco 
nomic hase, it is likely tliat even more hcnefits will accrue 
U) colleges aiul universities. Evidence is found in tlic fact tliat 
many states with large incre;ises in appropriations for liigher 
education during the latter part of the 1980s explicitly linked 
higher education with economic elevelopment (Mines, Hick 
rcKl, and Pruyne 1989). 

Availability of state retfenues 

Cilosely related to state t;L\ ca|vcity is tlie availability of state 
re\'enues. 'Hie principal difference heUveen strong and weak 
state support of higher education is the availability of state 
revenues (Hmes, Hickrod, and Faiync 1989). Availability of 
rev enues issimpi)' the amount of current anel projected re\ 
enue growtli expected in the next budget period A sun ey 
of state lewl budget officers in fi\'e western states indicated 
that a majority felt tliat av^ailability of revenues w;ls tlie major 
factor affecting Inidget decisions in tlieir states ( Duncomlx^ 
and Kinney 1986). A major reason is tliat, unlike the federal 
gov ernment, most state governments are rcxjuired to operate 
within balanced budgets. Several researchers ha\e analyzed 
the relationship between availability of state revenues and 
slate expenditures for higher education and found sigmtlc^ant 
relationships (see, e.g., Coughh'i and iirekson 1986; Garms 
1986). I'lirther, although availability of revenues is important, 
the willingness ot lawmakers to spend it on higher education 
is ewn more crucial (Mines, llickrcxl, and IVuyne 1989) Ad 
ditional state revenues do not benefit higher educ^alion if they 
are not directed toward higher educ^ation. 

An interesting twist on this facioi is the current situation 
in California. Until recently, state spending for higher edu 
cation was regulated by the "Gann limit," which limited the 
growth of state expenditures to a function ofgrowih in state 
population and intlau n. with the predominant factor being 
growth in population. Iftiie demand for sei vices is greater 
than population growth, fit Js would have to be reallcKateci 
or ser\'ices curtailed Currently, the state s higher education 
system is experiencing substantial growth in enrollments, 
which is projected to increase by 2 \ percent annually, while 
state population is projected to grow by only 1 5 percent an 
nually between 1988 and 200S (California Postsecondaiy Hd 
ucation Commi\sic)n 1990) As a result of this growth, the I'ni 
\ ersa\ ofCilifornia projects the need for three new campuses, 



ihc Cilifomia Sidto UnivcLsiiy sysiem projeas (he need for 
oxpcHision M lis 20 existing uimpuses, and the commuiiirs' 
to! lege sysicMii may need iis many :is 23 new campuses In 
\W0, however. CiHfomiaas voied lo raise the spending Hmii 
through a measure known as l^roposiiion 111, which relieves 
(he fiscxil pressure on the siaie\s ihree iiered syMcm of higher 
etiucauon. ai Ie:i5i for the preseni (Chnmtde 1990). Other 
slate budget categories, with the exception of kindergarten 
through grade 12 and community colleges for which tlie Gann 
limit w:ls originally lifted, also face growing otseloads 

An issue aflecting many states in the 19H0s wiis the problem 
of declining available revenues and iiKre;L*iing demands from 
other areas of state government, such its public aid and cor 
rectunis (Pipho 1989). /Vs a result, the d>ramic that cxxurred 
Within higher education (especially publie higher education) 
IS tiiat tuition was iiureased to make up for lost state revenues. 
Not suq^rismgly. over time an inverse relationship (x'curs ix* 
twcen state appropnationy for publk institutions and public 
tuition levels iVC'ittstmek and I 'agg 1988). In the early 1980s 
when the eeononn w;ls in a ic^esMon. growth in state funding 
lor higlier education was limited, and tuitiiMi at public insti 
tutiuns went through a pericxl of double digit iiurea.ses Wlien 
the cxonoim improved, however, growth in tuition was lim 
itcd (liauptman 1989) InterestingK, large iiureases in tuition 

air when the economy is ck)ing p(X)rly and students can 
least .ilTord to pay. hui wlien the economy is doing well, tui 
Uon IS kept stai^le (liauptman 1989). In sum. shortfalls and 
competing demands on state revenues liave a double impact 
(Ml higher education Not only ck) revenue shortages lorce 
higher education to increase tuition, man\ students also will 
not 1h' able to pay the increases 

Tlic Demographic Context 

A suite s demographic contex* . the state budget out 
u>me in that the mix of populatioM and overall growth or cle 
chnedirecth aflects services recjuired Stale dem()graphics 
alleu higher education at both a macro and a microlevel. At 
the macrolev el. changes in overall population and in the 
a)m|X)sition ot tlie population, such as age and minority dis 
tnbution, atlcct tlie i^lemand for diflerent t\pes of public ser 
\Kes. such as higher education At a nikrolevel. changes in 
p.ittern.s and participation rates in higher educatk)n atTect 
|x)Ika makers' percened need of higher education. 
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Changes in the overall poptdation 

It has been argued thiit changes in oveiall state population 
aflleet both the overall state budget prcKCss (Wildavsky 1986) 
and the state budget prc^ess for higher education (I.yddon, 
Fonte, and Miller 1987; Volkwein 1987) If population levels 
increase, the need for state sei^ kes increases correspondingly 
If population levels decrease, then corresponding economic 
dirtlculties usually rec|uire a cutback in state scr\*ices An anal 
ysis of two ycnir changes in appropriations for higher educ^a 
lion indicates a positive relationship between the geographic 
kxation of a state and a change in the level of appropriations 
for higher educ^ation (Mines 1988b). States in are:Ls under 
going large increases in population, such as the Sunbelt, have 
tended to show large increases in appropriations for higher 
education, while states whose populations are stagnant or de 
dining (the Midwest, for example) have tended to show little 
or even negative growth in appropriations for higher edu 
cation. Again, growtii m overall state population usually re 
c|uires that the state s sen ce deliver}^ systems he expanded 
and \'ice vers:i 

Changes in the composition of the fyopulation 

Changes in the composition of the population also atTect the 
state budget prcKVSS, particularly the age distribution of the 
population and the percent;ige of minorities within the pop 
ulalion. In general, our population is aging Older citi/ens 
re(|uire different kinds of ser\ices from youngei citi/ens Dur 
mg the baby bcH)m, when the younger, school age cohort was 
expanding at a rate much faster than the rest of the popula 
tion, state educational expenditures increased rapidly as well 
( Ik)wman I98S) Over a 30 year period, the numbers of a 
state's residents aged S to 17 and 18 to 20 were significant 
determinants of public revenues allcxated to kindergarten 
through grade 12 and higher education in years when those 
age groups constituted a large percentage of the state's total 
population (Garms 1986) /Vs the vounger cohorts ha\'e de 
clined as a percentage of the population, howev er, so has the 
significance of these relationships. On the other hand, older, 
"nontraditional" students have accounted for the majority of 
the growth in higher education eniollments in recent years 
(Irances 1986) 'Hiese individuals typically enroll part time 
and recjuire difi'erent services from traditional students, re 
suiting in difidcnt kinds and levels of costs (Brinkman 1988) 



Another pressure atTecting the Mate liigherecUication bud 
get prixeSvS is the cliangmg minority population. During the 
1980s, minorities accounted for the majority oi the population 
growtli in the United States (Johnston and .Associates 1987). 
'Hie presssure from this growih, however, is not diat mnK)rity 
enroMments are increasing hut that the\ are deerexsing {Viwn 
ces 1980) Further, minority students' achievement at all levels 
of education has, on average, been poor In some states, these 
decreases and poor jx^rformance base resulted in strong po 
litical pressures on liigher education from powerful minorit) 
legislators and their c;uKU,ses, As we ai^^oaib tlie 2 l,st cen 
tur>', the movement of our economy from a manufacturing 
to a technolog>' and ,sor\^ice base will mean that the majt)nty 
of the new jobs created will recjuire greater skills and edu 
cation than currently Oohnston and Asvsociates 1987) 



The role of the 
legislature. . . 
is fueled 
more by 
prouincmUsm 
and party 
poUtics U^an 
statesnmnship 



Enrollment levels and participation rates 

Traditionally, funding for higher education, at leiLst a,s far as 
tlie operating l^udget is concerned, has Ix^en linked to en 
rollments (U\slie and i^imey 1986). More funding is appro 
priatecl its enrollment levels increa,se and \iic versa, Hnroll 
nients have been considered to be such an integral factor in 
the higher education budget pixxess tliat with enrollments 
falling and com|X'ting demands for ,state ,ser\'ices increasing, 
public higher education will tlnd it difficult to get tlie appro 
priations it ,seeks" (Cros,son 1983. p. ^,i^). Conversely, ,states 
whcxse ,sy,stems of higlier education liave hccw experieiuing 
growth in enrollments sliould also be experiencing similar 
growth in appropriations, as in California 

hitercstingly, evidence suggests that the traditional rela 
tionship between increased enrollments and increased ap 
propriations is dimini,shing in imix)rtance. 'Hiis relationship 
certainly was not the case in California until the 1990 pa,ssage 
of Proposition 1 11 A lecent analysis found that increasing 
enrollments in public colleges and universities typically re 
suited in a net lo,ss in state appropriations per VV\\ student 
One rea,son for this phenomenon may he the political appeal 
of reducing enrollments to improve educational quality 
'Iliose institutions that pursue such a |X)licy may fare better 
in the budget prcKCssthan those that have uncontrolled 
growih in enrollments (ix',slie and l^imey 1986). 

Closely related to lev els of enrollment is the state higher 
education paiticipation rate, generally dellned as the propor 
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tion of enrolled siiiclents to the college aged cohort within 
the state; it is a meitsure of demand for higher education and 
to some extent the value residents place on higher education. 
Available data suggest that states with high participation rates 
in public higher education allcK^ate a larger portion of their 
budget to public higher education (Halstead 1989b). During 
the 1980s, the ratio of public higher education FTE students 
to the 18 to 44 year old population in the United States de- 
clined (Camthers and Marks 1988). Part of the reason is the 
growth in older part time students its a percentage of total 
enrollments. Over time, the growth in tlie participation rate 
of students aged 25 and older hits increiLsed (Frances 1986). 
lliese pressures on the participation rate may alter its impact 
in years to come 

Summary 

'Hie environmental context within which the state higher ed 
ucation budget prcxess operates is multifaceted Historical 
traditions, politics, economics, and demographics all underlie 
the rallies and policy preferences that participaiith bring with 
them to the prcKCSs. 'Iliese traditions frame the actions and 
interactions of the participants in often subtle ways. 

Values and preferences are played out within the slate s 
political context. 'Ilirce major aspects c^fthe political context 
aie the structure of higher eduLation. gubernatorial influence, 
itnd legislative influence. 'Ilic structure of higher education 
within a state determines the extent to which the power of 
higher education in the budget prcKCss is centralized (that 
IS, cone entratecl within a coordinating agency) or decentral 
i/ed (that is, concentrated within individual institutions) I)e 
spite the structure of higher education in a state, a common 
element of tension exists between the state and institutional 
governing boards along the "accountability autonomy" itxis 
Other increasing pressures within the political context include 
the increitsed role of the governor Governors are taking more 
ot a lead in setting the policy agendas for higher education 
that are played out in the budget process. *I1ie role of tlie leg 
islature in the prcxess is also increasing, although in general 
this role is fueled more by provincialism and party politics 
than statesmanship 

I-rom an economic standpoint, general economic condi 
tions, state txx c apacity, and availability of state revenues all 
alTect the prcKcss Support for higher education is directly 



related to the general coiuliiion of a state's eeonomy, uu'IikI 
Ing the level of inflation, per capita income, aiul uiiemploy 
ment rates. Also directly related to the state's economic con 
dition IS the state t;L\ capacity, which is the maximum amount 
of revenue that wouki he generated if the re\'enue Ixtse were 
tapped at the maximum allowable t;Lx rates. If the unelerlying 
economic base is poor, then t;L\ capacity will be minimal. 
States with higher t;L\ capacities generally allot more state rex 
enue per capita to higher eelucation than those with low ca 
pacitics. In some .states, governors have been attempting to 
improve tax capacity, not through increa.sed t;Lx rates but 
through economic development. Often, higher education is 
part of such cfTorts. Related to tax capacity' is the availability 
of state revenues. Higher education's share of the buelget is 
directly related to the level of .state revenue available. In x ears 
when state revenues have been .scarce, tuition has been in 
creaseel at public in.stitutions in man\' .states to compen.siue 
for the .shortfall. 

Demographics are al.so an impoitant pressure on the pro 
cess. 'Ilie level and composition of a .state's population directly 
affect the serx'ices residents rec|uire If the jyjpulation in 
creases, the level of .state .ser\'ices rec|uired usually inciea.ses 
as well and vice versa Further, the composition of the .state's 
population affects the mix of .seivices rec|uired. Data indicate 
that the population is growing older and the number of mi 
norities is increasing. 'Ilie.se trends will affect both the general 
.state budget prcxe.ss and the .speeifn. area of higher education, 
as .scK'iety .strives to meet the .special needs of these subpop 
ulation.s, Knrollment in higher education and .states* partic 
ipation rates in higher education have traditionally been im 
portani factors in determii'iing the level of funding i')rovided 
to higher education, beeau.se both of them mea.surc demand 
for higher education .serx iies. Recent anah'.ses indicate, how 
ever, that the significance ofthe.se faitc^rs in the prcxcss max 
be decreasing. 
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THE BUDGETARY PROCESS 



As shown, contextual factors in state budgeting for higher cd 
ucaiion are changing. Ilie prcxess itself is also changing— 
in the increasing number of actors and the roles they play, 
in structural issues, such as sta*e level governance and C(X)r 
dinaiion of higher education, in timing issues, such ;ts the 
advent of midyear reductions and supplemental appropria 
tions, in creative financing technicjues, and in strategies to 
allcKate resources. Many of these issues have been referred 
to in the description of the budgeting framework and with 
regard to the environmental context Portions of the prcKess 
illustrated in the framework, however, are distinctive and de 
ser\'e further discussion. Some portions of the higher cdu 
cation budgeting prcxcss at the state level are ix)orly sup 
ported with empirical research. One must then rely on 
research about other levels of government (such as federal 
or municipal governments) or research about budgeting for 
other state functions (such as elementar\' and secondan ed 
ucaiion, or general government). 

Drawing precise conclusions about the nature of the state 
budgeting prcKess for higher education is difficult for several 
reasons. Relying on studies conducted primarily about other 
levels of government is fault\', because the nature of authority 
is diflfereni in c'\cK level of gcnemment For example, state 
governors usually have veto power over line items, allowing 
them to annul certain legislative decisions. Ilie I^resident lacks 
this authority in his relations with the V S. Congress Mayors 
or municipal managers are usualK' the dominant figures in 
their arenas, working with a weak or unassuming council 
(Wildavsky 1986). 

Another difficulty wuh ''borrowing" research is the nature 
of the relationship between state governments and colleges 
and universities. In some states, institutions might be treated 
for budgeuuy purposes much like other state departments 
In other states, however, public colleges and universities op 
eraie much more like private institutions with which the state 
contracts for scwices (Curr>' and Fischer i986). Clearly, the 
prcKesses of budgeting for institutions under disparate con 
diiions differ. Even within a single state, one system of higher 
education might be governed differently from another. In 
Michigan, for example, community colleges, with their kxally 
elected boards and l(Kal t:ixing authority, are treated much 
like municipalities. Iliey are considered kxal units of gov 
emment for puiposes of the state constitutional provision re 
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quiring a constant division in tlie state's budget between 
spending for slate and l(K'al entities. 

One reason for tlie scarcity of researcli about state govern 
ment processes is tiie problem of dealing with more than 50 
different sets of circumstances "Studies about howbiidgetar>' 
daisions are made in states are scarce" (Wildavsky 1986, p 
222). Furthermore, budgetary pnxesses are not static, so a 
study conducted 10 years ago may have little hearing on cur 
rent budgetmg prcK'esses Changing conditions sometimes 
cause changes in budgeting pnK'esses, or vice versa. For ex 
ample, budgeting under severe economic constraints differs 
from i^udgeting under conditions of greater flexibility: 

The most important i xiriable determining th* belxii ior of 
participants is the adequaey of revenues Since state budgets 
must be balanced and most expenses cannot be controlled, 
when rerenues increase at a slower rate than spending, 
budgeting will become a form of revenue behavior 
When money comes m faster than it goes out, more options 
become available Will the governor and the legislature seek 
economic growth so cl^ to pnxiuce painless revenue, or will 
they generate political support to overcome resistance to 
higher taxation Hy^\klm\<:)' 1986, p 2^tO). 

Most budget cuts resulting from revenue shortfalls (Kcur 
under emergency conditions; thus, an opportunity rarely ck 
curs for planning by either states or institutions (National Con 
ference 1982). Revenue shortfalls can result from downturns 
in the economy, failure of revenues to keej^ pace with infla 
tion, reduced federal spending for state and l(K-al govem 
ments, titx revolts, or other reasons. Patterns of the growth 
of expenditures in states suggest that they (and l(Kal units 
of government) are "unable to substantially rcn^luce expen 
diture growth in times of fiscal stress because of the dilficul 
lies asscKiated with work force reductions or delaying spend 
ing on nv.i)or contracts" (Carnevale 1988, p 40) 

F.ven with caveats about the research in mind, literature 
IS available from which to leam about the prcK'ess of state^ 
budgeting for higher education. Ilie discussion begins with 
the link between the environmental context and the budget 
prcKcss, then moves through the framework for the budgetarv' 
prcKess outlined earlier. 
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The Link between the Environmental 
Context and the Budget Process 

Changing public attitudes about government spending in gen 
eral and higher education in particular have an obvious effect 
on the prcKess of budgeting. ^'Expenditures for higher ed- 
uc-aiion have been increasingly carefully scaitinized" as a re 
suit of altered public attitudes. Tliese attitudes shifted in the 
1970s toward higher education as a personal asset rather than 
a societal one, and this shift in attitude resulted in a much 
tighter financial environment. Furthermore, tiixpayer revolts 
liave added to pressure for mcretsed institutional account 
ability (Munitz and liiwless 1986, p. 67). 

**Public interest in state finances tends to vary inversely with 
the si:iie s fiscal condition. Wlien fiscal conditions are pcx)r, 
the attention level is high, hut as conditions improve, other 
issues generally seem more interesting to those not directly 
involved in state finances" (Gold 1987, p. 5). During the early 
to mid 1980s, fisc^al conditions in many states were ver>' poor, 
and public interest was correspondingly high. During this pc 
ricxl, *1iigher education did not fare as well as elementary 
secondary (K~ 12) education in the contest for scarce state 
budget dollars, but it did benefit from the fcxus on education" 
(Gold 1987,, J. 17), 

Economic conditions ami the budget process 

Two important economic conditions arising in the 1970s and 
1980s were declining economic activity and taxpayer revolts 
Each had an effect on the re\'enues available to states, which 
in turn affected states' abilities to support higher education 
'Ilie accompanying shifts in i")ublic attitudes interacted with 
these economic factors. 

Michigan is a state whete .state obligatujns peruKlically out 
strip avxulable government funds. Such periods have histor 
ically been iisscxjiated with national recessions. Between 194*" 
and 1972, pericKis of fiscal crisis followed or accompanied 
recessions of var^'ing sevent\. Problems with state revenues 
in the earlier recessions were met by reluctantly raising ixxes 
until the recession eased and revenues increased, huerre 
cessions, however,, brought outright cuts in spending (Brazier 
1982). Foiecasting revenues is difficult because of economic 
fluctuations, and expenditures are similarly difficult to predict 
(Wildavsky 1986) 
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Tax revolts are epitomized by the passage of Proposition 
13 in California in 1978. T\\q large state surplus cushioned 
the effect for two years, but after 1981 the cushion deflated. 
Cuts in federal aid and a national recession combined with 
the effecis of the tax cut to erode the state's financial position, 
iniemipting the orderly progress of the budget cycle. 

To achieve a formally halanced budget, there has been resort 
to axpedients—Ofie-time ad hoc taxing and spending mea 
sures—which provide no lasting basis for sustained finan 
cial capacity, . The budget is made and remade through 
out the fiscal year in a desperate game of catch up to make 
figures come out even at the end (Caiden and Chapman 
1982, p 118) 

A direct effect of re\'enuc constraints on higher education 
IS the increase in tuition rates charged by public institutions. 
In some states, the legislative appropriation includes tuition 
and fee revenues, while in others it is treated as institutional 
revenue or IcKal funds (Mingle 1988) 'Ilie amount of tuition 
and fees, it can be argued, is asscKiatecl with the amount of 
state appropriations. For example, in the state of Witshington, 
in 1981 to 1983, tuition and fees at public institutions r(xse 
from 3^ to 79 percent above base levels, in large \)Aii as »i le 
sul^ of a statewide economic tailspin (Gilmour imd Suttle 
198 0 A.S part of its "Margin for Excellence" program, the Mas 
sachu.>etts Board of Regents permitted institutions to retain 
incrccKcs in tuition 'Hie new policy, however, is subject to 
legisL.tive approv'al and regulations developed by the chan 
eel lor (Massachusetts Board of Regents 1988). Ilnis, both the 
amount of tuition that c^an he charged and the use of the rev 
enue is subject to varying state contrc)l through the budgetarx 
prcK'ess. 

TTje politics of the budget process 

Five changes in state politics are particularly relevant in clis 
cussions of state higher education budget prcK CSses scarcer 
state resources, more responsibilities for state government, 
less supportive citizens, increased use of referenda to make 
major |M)licy decisions, and more complex technologv' avail 
cible to interest groups and camj^igns. Some of them, notably 
those clirectK' affecting the availability of resouices, ha\'e been 
dealt with by cutting sjUMuling, shifting costs, fighting for an 



increasecl share of a diminishing butlget. and otiier ap- 
proaclies to managing resources. Another approacli attempts 
to increase state rex eniies and ultimately tiie total state i)udget 
as well ;ls endeavoring t(> increase higher education's sliaie 
of the pie (K. Jones 1984) 

increasing professionalism and numbers of policy makers 
and staffs in states are modern phenomena, in 197 i. for ex 
ample, of the 148 members of the Michigan legislature had 
only a higii .sciiool education. By 1989, )ust iO members listed 
high school as their highest education level. At the upper end 
of the education scale, those with graduate or professional 
degrcvs. the change is also dramatic: By 1989. 68 members 
held such degrees, compared with 43 in 197 i (Michigan Oept 
of State 1971, 1989). The effect of this kind of change within 
legislatures is felt primarily in the pr(x:ess of gathering infor 
mation. Staff members layout options for guiding legislative 
action, and in the j')r(K'ess, they can clcvelo|") considerable in 
fluence in New York, for example, two committee staff 
members had no power of their own but were able to pass 
"virtually final judgment on perhaps 80 percent of Go\ enior 
Careys budget recjuests" through their acK ice to the leaders 
of the legislature (i:)ionne 1979) 

'Hie political environment also fiecjuently puts pressure 
on slate decision makers to improve their budgeting \'anous 
budgeting lechnicjues. including formula budgeting, program 
planning and budgeting systems, /eio base budgeting, and 
the current interest in budgeting for cjualitN' outcomes, are. 
at least in part, results of political pressuies Pf^BS and 
have both largely become obsolete as approaches to budget 
ing because of the large amount of time recjuired to implc 
meni and use them, but. interestingly, "the economic con 
dilions and political climate of the |Xist few years may bv' more 
hospitable to rational decision criteria than the circumstances 
ot the i960s and i9ms when m\S and 7Am were introducecr* 
(Abncy and iiuith 1986. p 108), in those years, favorable eco 
nomic conditions supported incremental decision making, 
characteri/ed by distributive policies of pluralist politics rather 
than rational criteria. 

incentives for enhancing cjuaiity in higher education are 
a current approach used m a number of states, though the 
ftK USof such efforts has shifted inuring the i980s. some states 
intensified efforts to improve quality by as.sociating financing 
with perfoimance objectives or measures of cjualit\' (Berdahl 
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and Studds 1989). States until rcccntK tended toxicw the 
c|uality of programs .ls dcpcndci* • )U inj*)Ut,s, si^h cLs student 
and faculty JiaracteristiLs. 'Ilic I960 Cilifomia Mcistcr Plan 
for Higher EduLUtum, whieh Ixxame a ukkIcI for statewide 
higher education planning in the 1960s, included direct state 
mentsS to this efTect More re^entK. however, man\ states have 
begun expanding their traditional pcrspe^tixe to include 
issues of educational j')r(Kess as wvll .ls inputs (Green !986) 
Some states, notably Tennessee, have actively tried to measure 
outcomes of education at specific instituiions. Some institu 
tions are notable in their eftbrts to measure outcomes like 
the "wilue"' added to each particular student as a consecjueiue 
of attending that institution 'Iliese approaches represent a 
market strateg\' of pr ducing a ''prcKluct ' that is desirable to 
those^ outside higher education 

"College presidents ha\'e ?/o/been in the forefront in calling 
tor incentives or greater use of market strategies, those j^res 
sures have come from businessmen and state and national 
political leaders" (1-olger 1989. p 2) In fact, admini,strators 
tend to dislike such ai')i')roac hes becau,se their jwferencc is 
for predictabilitN' and ,stability in budgeting Using incentives 
or s^maions tends to de,stai')ili/e the budget pr(Kess. 'Hie lec 
ord of these jx^rformance incentives is mixed, however, as 
IS their acceptance State government otTicials believe that per 
formaixe fiinding has become an integral \x\n of the budget 
puKcss Peiformaiue funding increa,ses ofilcials" willingness 
to lund higher education. Such programs, however, had little 
ertcct on faculty involvement (1-olger 1989). 

The recent phenomenon of emphasizing cjualitv outputs 
from higher education is a ,shift from the traditional emphasis 
on inputs and administrative prcKcss shift is one from 
values of pluralist politics and iiurcmentali,sm to rational cle 
cision making. Data, however, do not indicate that information 
about effectiveness and efikiencv' (outjxils) was used to a 
laige extent in budget decision making in states Vet such con 
sidcrationsare not totally ignored (Abnev and laiuh 1986) 

The State Organizational Filter 

'Ilu' state organiAitional filter, the set of factois that "'mcKltfie.s" 
the efi'ect of the external enviionment on the ,staie higher cd 
ucation budget outcome, coasists of the major actors in the 
prcKess, the timing of the prcKcw and tec hnic|ues for alio 
eating lesources. 
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Organizational participants in state budgeting 

legislatures have been asserting tliemselves more strongly, 
and many have developer! strong professional staffs to :issist 
thenv Further, tlie state level liigher education ageney h;ts 
also become more important to tlie budget prcKess overtime 
'Ilieway the roles are played differs from state to state, how 
ever For example, the level of derailed control over appro 
priaiions includes several mcKlels (Allen 1980) At the time 
of the study, 13 states made lumpsum grants to individual 
institutions, and 1 1 gave funds to a postsecondarv' agency or 
system office, "All of those arrangements give substantial flex 
ibility to institutions within the confines of the political sit 
nation and limited direct legislative mandates ^ (p 26). 

'Hie major actors in the budgeting prcKcss are the governor 
the higher education community, and the legislature. 'File 
higher education commur.ity is comprised of the state highei 
education agenc\' (if any), the governing boards, and the in 
stitutions. State higher education agencies may be more 
closely allied with the executiv e or with the institutions, while 
in some states they might take a middle ground among all 
three of the other major actors. Some observ ers argue thai 
agency officials (that is, institutions and or state higher ed 
ucation agencies) are generally seen "as being much more 
coiKcrned with agenc\ surv ival and |')rogram expansion than 
with effectiveness and efficiency" (Abney and hur' 1986, p. 
126), 'Ilicse ofllcials are pressured to think this way by con 
siramts from the political environment but also because then 
jobs are to meet the needs of their clients (students) The gov 
enior represents the entire Mate and must make allcKations 
among competing interests, iiicludsng those rejWsented bv 
the institutions and agencies (Alm^ and l*uith 1986) 

Process ami timing 

'Ilie liming of budgeting is changing WIkmc once budgets 
weie written and enacted in a more or les,s regular avle, it 
IS less and less the case, U\gislatures meet with greater fie 
cjuency, economic conditions are shifting, and demands for 
stale dollars have itxreased in number and intensity, neces 
silaiing more frecjuent budgeting. Annual budgeting is de 
climng in use (and jwsumably in those states with biennial 
budgets, so too is biennial budgetiiig) Particularly as eco 
nomic, scKial, and |X)liiital conditions shift, state budgeteers 
must alter the budget in midyear (Wildavskv' 1986), 
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state governments and higlicr cdtKation instituiions operate 
with dilTering time frame. A t\pieal politiiian fcKuses on the 
siiortest time frame year to year and ekxtion to election A 
Mate budget oflleer might fcKUs on the builget on which he 
or she is working at tiie moment, with an eye to the pre\ious 
one for comparisons and jXThaps to tile next one Institutional 
ortkials must have a longer time frame for operations. Not 
onl\ must they operate Irom \'ear to \ ear within resouiws 
granted h\ tiie states and with incoming tuition revenues, hut 
they nuist also manage commitments that last thiee, four. Ilxe. 
or more years. Research grants, constaiction projects, and ac 
adeniK program planning rec|nire a perspective extending 
well be\t)nd the election to election f(K us of politicians Dif 
llcuitN arises wiien elected ofllcials expect a cjuick solution 
to long term, complex problems. 'Ilie politician miglit provide 
funding for one or two years, see little or no result, and 
threaten to cut oiT kinds Institutional olhcials might vigor 
ousK implement the prognaii. attempt to niodifx the proposal 
tor the cjuick fix to accommodate the need for a longer time 
tiame. or simpK acccjn the mone\ and lio|x* the piogiam will 
work despite their doubts 

ne funding reUitiomhip between state ami 
ittstitiition: Techniques for allocation 

Hie prcKcss of alUKatmg funds, of course. ditVeis from state 
to state l-ourteeii states use some t\pe of lormiila to alkxate 
lunds among institutions, and an additional 15 states use tor 
muias as j\nt of the budget development (recjuest ) pun ess 
(Man land Higher hducaiion Commission States using 

fornuiias typicalK have more than one foinuila to alkxate 
tunds to the dilTerent functional areas ( instructu)n. research, 
public seivice, academic support, student services, institu 
iional suj'>poit. oju'rations and maintenance plant, and student 
aid) A base lactor such as VY\\ eniollmeiits, statT positions, 
or sc|uare lootage is used w ithin the formula to alkxate fund 
ing. depending on the purpose of Oie foniiula. 

1 he trend among states using formulas has been to devek)}-) 
even more comj:>lex lunding formulas I'oi example. Missis 
sij')prs foimula provides funding for eight separate budget 
categories, resulting from a revision of the piXKess in IW 
Oiegon has a separate lormula lo fund increases in enrollment 
before appropriations are made Aftei apjuoxalof aj-jj-jropri 
atioiis, the state uses an allocation model iiKoiporaling facull\ 



pr(KliKii\it\ ratios that are I\Lsed on peer u)nipari.sun.s with 
other states in the instruction fornuila (Mar\''a»K! Higher Ixl 
iication Commission 1988). 

Despite increasingly sophisticated funding formulas, how 
ever, concern remains as io the ahility of formulas to ade 
c|uately meet the special needs of different institutions within 
a state (McKeowai 1986). Mudi literature describes the use 
of funding formuliLs for higher education, hut little empirical 
evidence exists to the overall eftectiveness of these formu 
las in meeting object i\js for funding. 

lechniciues of alloc ation can also differ w ithin a state. In 
Michigan, for example, funding for communit\ colleges is 
allcK-ated on the basis of a formula, w hile funding for the state 
universities is not. 'fhe j')rocess for decision making dilTers 
in many w^ays, but, most important, it differs in the timing ot 
attention to the bouom line Bxsed on one author's ohser 
vation as a legislative staff person, it was apparent that in the 
apiM'opriations for community colleges, legislators first re\iew' 
the segments of the formula and then look at their impact 
on total spending for each college. In the prcKess for state 
universities, the discussions tend to foc*us first on the hot 
tom line and only secondarily on the means of building to 
that level. 

'lechniciues of allocating funds. espeUalK fimding formulas, 
can also vaiy depending on the portion of the pixKCss they 
address In Florida, for example, one formula is used for [k 
quiring resources and another for allocating them. An/ona. 
Kiinsas, and Texas use formulas to fund only enrt)IIment 
growih (Mar\iand Higher Hducation CommLSsk)n 1988) Dil 
ferent actors in tlK' process may use diflercnt techmquesof 
allcK^ation as well. 'Hie .state legislature might not u.sea for 
mula, but a coordinating agency might use one (Allen 1980) 

Summary 

Mo.st of the literature on budgeting f(K uses on the inputs and 
outputs of budgeting for higher ediuatkm. Little of it captures 
the prcK'css itself with all its umiplexkies. More research on 
state budgeting processes for higher education is needed. 
I-rom wiiat we know, it is evident that fiinding for higher eel 
ucation must compete for dimini.shing .state resources State 
ofilcialsarc becoming more .sophistkated in their know ledge 
about iiigher education They may be less in awe of the acad 
emy and more willing to ask cjuestions about its value 'Hie 
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general public is also less in awe of higher education, and 
It h)o IS asking questions about its ralue. Public attitudes 
alx)ut higher education have shifted from \^alue to scxiety to 
value to the individual 

Budgeting is buffeted by fisc^al constraints, and, as a result, 
It is a prcKess that occurs with more frec|uency and less sta 
i:)ility Tax revolts and general economic malaise take their 
toll on states' abihties to pass and maintain a budget for an 
entire ye^ir. 

Technicjues of allcKntion vary among states. Several states 
use funding formulas for at least \xm of the higher educ-ation 
budget. Tliose suites that use formulas to fund higher edu 
cation have been adding even greater complexity to the for 
mulas in recent years. Despite this increased sophistication, 
however, the differentiation or lack or differentiation between 
higher education institutions m a state remains a perennial 
concern with regard to funding formulas. 



BUDGETARY OUTCOMES 



Tlie state budget document is more thiin ii boc^k of numbers 
imd rhetoric In the larger context of state government and 
politics, the budget may be seen its a unique product shaped 
by a unique environment interacting with adynamic prcx:ess, 
'Hie budget reflects the "state of the state'* xs well as sets forth 
the major policy preferences of state government within those 
external constraints. "If politics is regarded as conflict over 
whose preferences are to prevail in the determination of pol 
icy, then the l:>udget records the outcomes of this stmggle" 
(Wildavsky 1986, p. 9\ 

Higher educ^ation, akhough it performs a valued dinction 
in the state, is not immune from the political economy of the 
state budget process. Only a finite amount of state revenues 
c^an be distributed among state services, and higher education 
is subject to the siime environmental forces :ind dynamic pro 
cesses as other state services Moreover, the state higher ed- 
ucation budget sets forth the major state policy preferences 
for higher education. Tliis section anal>aes the budget xs the 
state's primary' policy dcxument on higher education and 
budgeting ;ls the prcx:ess for bringing these policy concerns 
to fmition. Hie are;us discussed include accountability, costs, 
prcxluctivity, and quality (including fiscal incentives), afford 
ability, economic development, minority and nontraditional 
students, and independent higher education. Although some 
of these areas may not be directly identified ;ls budget items 
perse, all have budgetary implications for higher education 

Accountability 

A term used often with respect to higher education in recent 
years is "accountability." Only recently, however, has account 
abilit/ been tied directly to the budget prcxess. 'Hie advent 
of tlscJ incentive programs, for example, represents an at 
tempt by policy makers to tie funding to specific outcomes 
"Ilie utility of the budget as a device for accountability . 
depends heavily on the extent to which it reflects state prior 
itiesand ties this funding to performance" (D.Jones 198*, 



Generally, the external a,ssessment of higher education's 
"performance" hiis been less than congratulatory' 

Other public pfjruptknis surest that there is u mte mul du 
plicatiou If I higher education that facult}' do not spend 
enof*gh time on instruction, that minorit}\stiuient access 
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and retention rate,s are too lou\ and that the price of ed- 
ucation has increased at too^reat a rate Whether entirely 
(U curate or not, these perceptions represent u^ncenis about 
the quality, ca^t effcciweness, and accountahilit)* of 
higher education (Coiiiiiiittcc on Scc)|v 1990, p. I ). 

Dealing with aaountahility cau ck\ ur at tiic hcginning a.s 
well a.s at the end oftlie huUgetarv' prcxexs. Tlii.s discussion 
of auountability begins with a a)nceptiial analysis, Ibllowed 
by a description ofaccountability mechanisms. 

The concept of accountability 

Although the word is much iKsed by state jX)lKy makers and 
in higher education circles, an exact definition ot account 
ability remains elusive Accountability is hard to define be 
v cUise the term refeis to a prcxess rather than a jucxluct ( I iart 
nark 1978). Auountability has also been viewed as a means 
as opjHKsed to an end in aJiiex ing greater etHlciency and ad 
ministrativc control in higher eduuition (Ihnes 1988a) Fur 
ther, between the 196()s and 1980s, the fcKUs of accountabilit\ 
evolved from a fiduuar) orientation to an orientation fcKused 
on outuMiie (Mingle and Ijcnth 1989) in esseiue, the concept 
of acuHintability refers to the responsibility of higher eJu 
cation to report on its failures and achie\ements to state 
gcnernment 

'Ilie current \iew of au ountabilitv is as a concept having 
se\eral dimensions cKuuiing withm ditTerent pohc\ domains 

1 S]steniit (KLOuntability dealing w uh the fundamental pui 
poses of higher education, 

2 Suhstantire actountahility dealing with the \alues and 
norms within higher education, 

3 l^ro^)aniniatic accountability dealing with academic and 
o:her programs. 

1 irotedural acLUuntahility, deahng with institutional and 

administrative prcKcduies, 
5 Fiduciafy accountability' dealing with the finance of 

higher education { \ iat'tmark and \ lines 1986) 

'With each of these dimensions (although the concern here 
IS w ith ficluc iar\' accountability), it is important to remembei 
that accountability has always iinoKecl puxess and prcxluct, 
but until recently the fcKus was on j')rcKess and not product '** 
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In sliori, ui regard to .Mate Imlgetnig for higher education, 
the concept of accountahility hits traditionally fcxjused on how 
ami «'/>viiigiier education spends state funds as opposed to 
the msv/// ofiho.se expenditures. 

Systems for intplentetiting accountability mechanisms 

Because the enipliasis in aecountahjlit\ has traditionalK been 
primarily prcKcdunil, the discussion about this concept has 
evolved largeK' around tiie systems that liave been eleviseel 
to ensure accountability Iliree widely used accountability 
mechanisms include the performance audit program review, 
and assessment, all of which have similar elements A per 
formance audit is "an .is.se.ssirient of how effectively an acti\ ity 
or organi/iiiion achieves its goals and ob)ecti\'es It is a natural 
exieasion of fiscal and management audits going I'^exond rel 
aiively narrow cjue.stions of how funds are u.sed to cjuestions 
about eflecliveness* (Floyd 1982, p 3.^) IVrformance audits 
typically are conducted by commissions estal'jhshed b\ the 
executive or legi.slati\'e I'jranch While the merits of perl()r 
mance audits are unclear. ob.ser\'ers have pointed out numer 
ous problcm.s. Some functional limitatu)ns include the lack 
of appropriate performance indicators and tlie failure to es 
tal'jiish clear .standards and prcKcsses before the audit ( l-loyd 
1982) Performance audits have sevenil limitations 

1 'Iliey lend tc) ignore tbe bioader context m wIikIi highei 
education exists, 

2 'Iliey fcK'us on the structure of the state higher education 
agency rather than on the elYecti\'ene.ss of planning, eval 
ualion. and allcK'ating resources within the system; 

3 Auditors are often inexperienced and unciualified to make 
)uclgmenls about issues in higher education, and 

* The inherent political dimension of performance audits 
may bias the outcome of the audit ( I-olger and Herclahl 



Program review is an a.ssessment of the need tor and ef 
feciivene.vs of a proposed or existing progniin" ( l*loycl 1982. 
p 26) I he lesponsibility for academic piogram review lies 
primarily wHhin the state hig ier education board or agenc\. 
although campus lepresentatives and outside consultants aie 
often u.sed in the prtKcss 'Ilie pur|X)ses of program re\iew 
aie assessing liie program's produclivu\ and elTccti\eness. 
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suggesting ways tu improve ejiuliiv', ensuring efllcicnt use 
of resources, ineiueling reducing unnecevsar\' duplication of 
programs acroi>s campuses, aicling planning, and satisfying 
the statutory requirements of the state higher education 
agency (Conrad and Wilson 1985, Walihaus 1982). Current 
mcKieis in place for reviewing academic programs include 
( 1) goal based model, in which program goals are iden 
tified and data are generated to evaluate the degree of fit be 
tween the goals and the current status of the program, (2) 
the detision ynaking model, in which information is generated 
to examine sucli arenas as context, input, prcxress, and prcxluct, 
and (3) con7ioisseursfn[}, in which external experts critically 
evaluate a program (Conrad and Wilson 1985) 'Hie effective 
ness of program review rests largely on the ability' of the state 
liigher education agency and the campus to come to an agree 
ment alx)ut the pur|X)ses and possible outcomes of the pro 
gram review before initiating the review prcKcss (H'nes 
i988a) 

Assessment includes many of the elements contained withm 
tile performance audit and tlie program review, and it shares 
the siime ultimate goal of imprcA^ing cjuality. 'Ilie primary dif 
fereiue of assessment is that it fcKHises on the evaluation of 
student outcomes in higher education Another difference 
is that while the burden of the performance audit and the pro 
gram review rests primarily on the state agency, assessment 
refcKiises "institutional responsibilitv on the prcKCss and ef 
fectiveness of student learning" (Mingle and Ijentii 1989, p. 
9) Assessment comes in several different forms. Hie most 
obvious are the statewide student tests used in Florida and 
Texas and institutionally based tests like the "value added" 
assessment at Northeast Missouri Slate University, isontest as 
sessment metiicKLs are also currently in place, such as the 
monitoring of academic programs and the monitoring of stu 
dents^ learning and growth (Hines 1988a) 'Ilie benetlts of 
effective assessment are the improvement of teaching and 
learning, feedback that could improve academic programs, 
and enhancement of higiier education s credibility with the 
wider public ( l\ F Carlisle 1988). 'Ilie potential drawbacks 
of an assessment program are in measuring that which is not 
meant to be measured or, conversely, not measuring what 
IS meant to be measured 

'Ilie critical c|uestion about assessment is the pur|X)se of 
tile assessment F,veii more important is the aiiswei 
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That . . a state must or wishes to assess its students . . . is 
not a sufficient answer Sei%ral reasons have been pro- 
posed—among them program improvement, individual stu 
dent learning, accountabilit}\ budgeting, and placement. 
To some extent, each requires a different fonn or means 
of assessment, . . . Purpose not only influences the means^ 
it also determines the locus for assessment. Depending on 
the objective the appropriate place or kvel may be institu 
tional, departmental, or individual . for without a clear 
sense of purpose, it will be impossible to choose meaningfully 
what and how to assess{^.V\ Carlisle 1988, p. 4). 

In essence, effective assessment requires a clear sense of what 
is to be measured and why, Further, it requires a commit 
ment from all parties involved as to what is to be measured 
and why, 

The new accountability and state 
funding for higher education 

'Vhe major similarity of all three of the,*^e accountxibility niech 
anisms is in the collection of volumes of cbita to support the 
processes At the suae level, a great deal of time and energy- 
go into collecting daUi from institutions through a variety of 
sur\^eys and other instruments and then sending them to the 
federal government and, or other agencies concerned with 
higher education As a consecjuence, wliether by choice or 
lack of time or other resources, the fcxus in the past has been 
on the prott^^s of reporting data .ts opposed to the critical anal 
ysis of what the data mean for the purpose of change (that 
is, the product), and it has two negative implications for cur 
rent accountability measures. First, "state boards [that] assume 
this cbta collection responsibility become, in a political sense, 
responsible for the performance of institutions Institutions, 
on the other hand, cm become curiously relieved of the re 
sponsibility to change" (Mingle and Ijenth 1989, p. 3). Instead 
of shared responsibility in the accountability prcKess, the state 
agency is perceived as the dominant party in this relationship 
As a result, the second implication is one of increased tension 
iriong the accountability autonomy itxis (shown earlier in fig 
ure 2). 'Il^e state is vSeen its further intaiding into the juris 
diction of the academy, which in turn undermines the pur 
pose of accountability mechanisms. Ilie ultimate result is that 
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pohey makers anJ the puhlk\s JcMrc lor auouiitahilit} ^ocs 
unmet. 

As higher education moves into the 1990s, it is evident that 
It will he necessaiy for higher education to improve upon 
the way it demonstrates it,s accountahilit\' to the state. 'Ilie 
establishment of a new accountability structure begins with 
a reexamination of the goals and objectives for higher edu 
cation (Mingle and Ix*nth 1989). 'Hie establishment of goals 
and objectives (or higher education is by definition a pnxess 
of u)nsensus building among the pninar\' u)nstitueix ies pol 
Ky makers, administrators, faculty, students, and the puh\K 
In the future. auHHintability will still involve the collection 
of data, but the puq')()se for the tolleaion of data will paiallel 
the gt)als and ob)e(.ti\es for higher education, thus leducing 
the tension between uimpus and state Hie Wkus is on the 
feedback pn Aided h) the data regarding piogrcss towaid the 
established gt)als and ob)eai\esand not on the reporting of 
the data. "New systems of auountability arc becoming tun 
dainentalK change instruments not leporting mechanisms 
'!1ie primar\' ac countability iiiec hanisms are agenda set 
ting (and the lelated policy analyses and data collections) 
and funding mechani,sms" (Mingle and I^*nth 1989, p *) Ac 
countabilu\ systems oi the future will increasingK be placed 
at varu)us stages of the budget prtKcss 'Hiese systems will 
be used io cletc imine both the efllcieiu \ and aclec|uacy of 
state funding (ov highci education as well as the elTectiveness 
of the state and institutions in meeting stated gt)als through 
this funding 

Costs, Productivity, and Quality 

Uke accountability, "cost,s" (institutional). "pRKluctivity," and 
'cjuahty ' are increasingly being used together in higher cd 
ucation circ Ies 'Iliese three words have become almost a hi 
an\ recited by state police makers to the leadeis of the higher 
education community Costs should be kept clown and pro 
cluctiMt) Incre.tsecl while maintaining ( oi improving) cjuality 
in highei education 'Hiis ,subsection outlines what these con 
cepts mean, theii interrelationships, and their implications 
tor the budget 

Costs 

Hk' word ' cost" IS usu..ily thought of in teinis ot what we 
spend toaccjuiie somegocKl orsciMce Higher education 



costs are "the expenditure by a college [or| university to ac 
quire the services of land, labor, or capital, lo purchase gocxLs 
and serxices, or to provide student financial aid . . More ac 
curately and ftindamen^ally, *cost' refers lo tlie opportunities 
sacrificed hy reason of such expenditures" (Bowen 1980, p. 
XX ) According lo tills definition tlien, liiglier education incurs 
costs in two senses, once for tlie item it bouglit (its monetar>' 
cost) and once tor tiie item it could not buy because of the 
one it did (tlie opponunity cost). Opportunity costs are in 
lierent in any budgciary decision, given limited resources and 
seeiiiingly unlimited demands. 
Tlie costs of luglicr education follow certain "natural" laws 

/ The doniniatil goals of nistitittums cvv cducatioficd cx 

cvllencc, prcsiigc, coid ifijluoice, . 
2. bi quest of excclloicc, prestige, and hijluefice, there 

isrirtually no limit to the amoiifit of mofiey a?i ifistitu 

tioti could spefid for seem nigly fruitful ediitatiofial 

ends, . , . 

3 Kach institutio?i raises all the mo)iey it ca?i, 

4, I'Mch i?istitutio?i spe)ids all it raises, . 

5 The cumulative effect of the preteduig four laws Ls to 

ward erer i}ic*-ecisi)ig expenditure (Bowvn 1980, pp 

19-20). 

In part, tliese "laws" are a funcuon of iIk' iioi for profit status 
of higher education institutions In colleges and universities 
as well as otiier not for profit orgamziitioiis, no real pre.ssuie 
exists to keep costs low, gi\'eii that tlieir single puri")ose is to 
provide the best pos.sible serxice to the clientele. "Additional 
income ('profits ) is used to expand existing programs and 
to esuiblisli new ones, witli a reluctance to reallcKate re.sour 
ces by eliminating or pruning programs thai are perceived 
as le.ss prcKluctive" (Iveviii 1989. p. 1 ). 

Hie cumulative elTect oftlie.se laws liits been clearl> evident 
in recent years Inflation m tlie ccxsts of higher education (as 
iiiciLSured by the Higher Kducation Price Index [MIiPI] ) ro.se 
at the same rate as inflation in the general economy (its mea 
sured hy the Consumer Price Index |C1M| ) until the early 
1980s 'Iliroughout the 1980s, liowe\'er, inflation in higher 
education co.sts grew by 4 to !0 percent annually, compared 
to 2 to 4 percent annual inflation in the gen-jral economy 
(Halstead 1989a). And this inflation (Kcurred dunng a time 
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wlicii state support for liiglier education (especially public 
higher education) w:ls stagnating or declining in many states 
(Hincs, Hickrcxi, and Paiyne 1989) Tlie result of this decline 
in stale funding led man\' institutions to raise tuition by 
double digit percentages to make up the funding (Halstead 
i989a), again illustrating the "natural law'' of higher educa- 
tion, which holds that colleges and universities will not sac 
rifice institutional integrity and (jualiiy simply because of fiscal 
exigencies. 

Costs in higher education have been increasing at such a 
rapid rate for three reasons, "cost disease," the "growth force," 
and "organiziiiional slack" (Massy 1989) "Cost disease" refers 
to the fact that higher education is highlv labor intensive, and 
because of it, higher education and other "nonprogressive 
intUistries" do not benefit from the ack)ption of labor saving 
technologies to reduce costs. Other "progressive inckistries," 
however, will be able to benefit from these technologies, re 
suiting in increased prockictivity and in turn increased wages 
in that sector. Because higher eckication and other nonpro 
gressive iixkisiries must com[xnewith progressive inckisiries 
in accjuiring labor, these iiu reused labor costs will be trans 
ferred to the nonprogressive sector. 'Unis, assuming the pro 
ductivity of higher education remains constant, costs of higher 
etkication will grow at about the same rate as the general in 
crease in protkictiviiy in the economy, which is slightly above 
the rale of inflaiion "Grcmth force" refers to the fact that in 
iheir desire to improve or mainiain qualit), colleges and uni 
\ersiiies idd new programs and semces while maintaining 
all existing programs and semces 'Iluis, msiiiutions are con 
sistemly ma net growth mode /\nd "organizational slack" 
icfeis to the simple waste and inefficiency that occur in all 
organ I Alt ions. Resources are not being used to their greatest 
potential. Wlien slack remains within an organi/^uion, as it 
often ck)es within colleges and unner.siiie.s, additional co.sts 
aie incurred to deal with the problems caused by the slack 

Prodtictivity 

Closely related to costs of higher eckication is the concept 
of productivity In .simple lerm.s, prcKluctivuy refers to the ratio 
of outputs to inputs, where higher ratios reflect greatei "pro 
ductivity" and vice versa, in industrial setungs, prcxluctivity 
IS relatively ea.sy to measure One would need only to take 
the total pioducl (output) of a company and di\ide the input 



of clioice. per worker, per dollar spent, aiul so on iMexsuring 
productivity in higher education is a much messier propo- 
sition. In higher education, although inputs are relatively easy 
to identify (that is land, labor, and capital costs), "outcomes 
are diffijse and difficult to measure" (iMingle and I>enth 1989. 
p. 13). 

For many years, especiall)' in states where formula funding 
wds used to finance higher education, prcxluctivity in higher 
education w:ts seen in terms of enrollments Institutions that 
were able to increase their enrollments were the beneficiaries 
of increased funding through the formula (l>eslie and llamey 
1986), and much of it had to do with the meritocratic goal 
of state and federal governments in maintaining access to 
higher educ^ation for all eligible citizens Institutions that in 
creased their enrollments were seen as meeting tliat goal and 
were rewarded a.s such. In recent years, however, much has 
been said of the declining pnKluctivity of American higher 
education. Part of this debate hinges on the seemingly un 
ending dilemma surrounding the measurement of higher ed 
ucation\s prcxluctivity Steeply rising costs combined with the 
trend tow.ird an orientation fcKused on outcomes in higher 
education have led many state policy makers to question the 
lesults of public expenditures IncTeased enrollments are no 
longer automatically assumed to be desirable ends and thus 
are no longer rewarded with increased funding, in fact, in 
creased enrollments sometimes result in decreased funding 
lor higher education (k\slie and Ramey 1986). Further, state 
level efforts to assess outcomes of higher education are often 
seen as ineffective or intrusive 

A somewhat broader dimension of the issue of productivity 
in higher education is the extent to which higher education 
is perceived as improving the prcKludivity of the state and 
national economies. Conceptually, higher education and state 
national economic prcKluctivity are now seen as being inex 
tricably linked (E.R. Carlisle 1988) Higher education produces 
both a more educated work force and research activities that 
improve the productivity and competitiveness of the econ 
oniy A recent meta analysis of the economic value of higher 
education found that, 'overall, education may contribute to 
as much as 50 peicent or more of growth in the economy and 
higher cxiucaiion may contribute almost half of this [amount! ' 
(lx\slic and Brinkman 1988, p. 82). A.s a result, the question 
remains as to what extent ambiginties in the measurement 
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of higher cducaiioiVs prcKluaivit\ lia\'e a negativ e ctTeei on 
tlie proclueti\'ity of state and national economies. 

Quality 

Even more anilr juous than the definition and iiKntsiirenient 
of higher education's prcKluctivity is iliat of the quality of 
higher education, Tliese anihiguities a,side,, the cjuality move 
ment in higher education includes some central tenets 

1. College students should take, and faculty should teach, 
college level courses, remediation detracts from the cjual 
ity of the institution 

2 'Hie public sector should he stratified, the integrity of the 
"flagship" must be maintained through toughened ad 
missions standards, even at the expense of "lesser" 
institutions. 

3. Institutions should ser\r the cause of economic de\ el 
opment, a quality*' institution is a big draw in economic 
development (Mingle 1989). 

For pohcy makers, 'quality" higher education has become 
a political maypole around which few can aflbrd not to dance 
At the same time, iastiiuiions have begun to come to terms 
with this political meaning of cjualiiy, and their leadeis have 
started to ;voik these concepts into their own rhetoric Quality 
to ain insutuiion of higher education depends hea\il\ on the 
accjuisiticMt of lesources. In fact, qualit\ in public universi 
ties- ;is n jasured b>' faculty productivity, student compe 
ution, and so on is sigmficaniK correlated with the amount 
of stale support for high ei education (Volkwein 1989) l:f 
fecti\e institutions "interact with their environments in wa\s 
that enhance the acciuisuion of resources" (p. '-i9). it wouid 
appear then that tho.se iastitutions that mo.si elTectiv ely ar 
uculate state goals for the enhancement of 'ciualiiy ^ will be 
the ones to get the lion s .share of higher education aj^m) 
priatioas, winch in turn reinforces the cjualitN of the in.stitu 
lion. For colleges and uni\er.sities, then, enhancing qualit\ 
(or the acquisition of additional resources) has become 
heavily dependent on the ahihiy to speak the same language 
as .stale policy makers 

Budgetary impHcatiOfts of cost, 
productivity, and quality 

'11ie interrelation.ships among co.si, pioduciivitv and qualit\ 
are relatively clear, but the achie\emeni ol desiied budgetan 



cikIs related to these LoncejM.s i.s less than clear "When ex 
ternal LOiistitueiitsamij^lain about the high costs of higher 
education or its lack of j)rcKluctivity, they seldom wish to see 
MKietal coniniitnient reduced m absolute terms'* (Mingle and 
!xMith 1989. p. 14) !t IS evident, however, that state budgeting 
for higher education will need to change to addre\ss increased 
Losts. lagging j^r(Kluctivity» aiKl the nec\i to enhance quality. 
Reseateher.s and policy makers alike increasingly cite three 
.steps. ( I ) becoming more goal driven. (2) using constraints 
on resources, and (3 ) making better use of incentives 

Becoming more goal driven. One j^rojX)sed system for 
inij^roving on the.se areas in higher education lonsi.sts ot 
goals, incentives, and information in !989) Goals jUO\idc 
the cornerstones for redueing costs, improving produaivU\. 
and enhancing quality By establishing elear goals and juior 
ities. an institution has a blueprint iijXMi which it can etVee 
tivcly nmimi/e the u.seof its limited resources to aehiexe 
these goals and priorities. By the .same token, if an in.stuution 
does not po.s.sess a clearsen.se of its "mi.ssion." lesouixes are 
squandered Ofcour.se, the establishment of goals will not 
iK\e.s.sariIy ensure that indi\iduals within the in.stitution will 
j^ursue them liKenti\cs are needed to eiKourage indi\iduals 
within the in.stitution to align themseKes with the institution's 
mi.ssion to reach tho.se goals Sui.h iiKcntives nia\ be relalcel 
to.salaiy. not lelated to.salaiy a^ 'I extriiiMe (awards, tra\el 
funds, personal computers, tor exanij^lc), oi mtrin.sn. (grcatci 
autonomy, more challenging assignments, and .so on ) i'oi 
an in.siiiulion an important incentive might be the abi!it\ to 
letain .savings fioni leduied eo.sts and imjUo\ed pr(KluLtivit\ 
FinalK, information .systems are needed to provide feedback 
to the in.siiiution and the .state as to whether or not llie in 
.siiiulion IS achieving its goals (aiiountability) and whether 
belter alteinati\es are a\ailahle to meet the desired outcomes 
Intormalion on alternati\cs js one of the lea.st dcvek)jX'd aicas 
within the topn. ol co.sts, produitivitN, and quality ( Irvm 



Using constraints on resources. A somewhat eliflerent svs 
lem foi ing eo.st.s. impro\ ing produLti\it\, and enhaniing 
quality consi.sts of le.souice lonstraint.s, strategy thinking, m 
LcntiNcs. and individual and grouj) empowerment (Ma.ss\ 
1980) KesouiLC (on.straints iiK lude the end ,)t "< o.st j^lus ' 
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pricing in higher education, which has contnbiited to the 
large incrcMses in tuition and fees in all sectors of higher ed 
ucation Kesource constraints force the institution to ( onsider 
which arexs could be realkx:ated to other parts of the orga 
ni/aiion and, ultimately, to the institutions goals and prior 
ities. Tins pr(x.ess results in strategy thinking regarding the 
institution's pur|X)se and direction and ultimately use and 
alkKiuion of resources within the institution Should the in 
stitution continue to pursue a full range c)f academic programs 
at all levels, or should it consider concentniting its resources 
at the undergraduate level and improving the cjuality of the 
undergraduate curriculum? Incentives, rewards, and recog 
nition provide for positive reinforcement of activities that fur 
iher the institution's goals and identify' negative behaviors 
Related is the empowerment of indi\iduals to ensure thai the 
necessaiy work gets done. For workers in knowledge, such 
as those in higher education, autonomy is a powerful incen 
live in the performance ol one's )ob. Similarly, the lack of au 
iononi\ tends to stifle creati\ ity and ultimately work against 
the goals of reducing costs, improv ing producti\ity. and en 
hancing quality. 

Making better use of incentives. In recent years, an area 
lelatcd to costs. prcKiuctivity. and quality in which some states 
have been extremely active has been the area of fiscal incen 
lives. In essence, the entire budget ma\ be seen as one big 
fiscal incentive for higher education 

The budget is one of the two jmttuuy uieJnniisnis aiailahle 
to state i^orenunent for si^tialnig its priorities (Uid for trans 
fating plans into action. . . As the major Jitfider oj public 
institutions of postseioudan educatiofi, state gorminient 
has available to it, through the budget process, a pote?itially 
i vfy long lerer to be used in bufigiug about desired change 
(jones 1989, p 1) 

Wnm^ the 1980s, h over, many state higher education lead 
ers intensified elYorts u> improve qualit\ through the use of 
( oinpetitive, categorical, and incentive financial .strategies 
viierdahl and Studds 1989). 'Hioiigh base budgets remain the 
mam source of funding for higher education, these incenti\'c 
progiams have become a way for policy makers to place then 
policy goals for higher c-duuUion in the spotlight and to re 
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waid those who further ilicsc goals Sonic in higlier education 
view these programs not as incentives but as threats to the 
base budget 

Tliree stales tliat arc subsrantially nnolved i.i incentive 
funding programs are Florida, 'rcnncsscc, and Ohio. Florida 
lusa number of fiscal incentive programs, including Centers 
of Hxcellencc. Hmineiit Sc-holars, and an Hciuipnient Trust 
Fund. Between fiscal years 1974 and 1989, the state put $! !5 ^ 
million into the categorical programs. $54.2 million through 
incentive giants for its scniur institutions, and $10 3 million 
into its competitive programs (IJcrdahl and Studds 1989) Ten 
nessee has had in place for over 1 1 years a funding meeh 
anism that ties improvements in undergraduate education 
at stale universities, community colleges, and technical in 
stilutes with additional unrestricted funding. During this pe 
ruKl. over $102 million was allocated through this program 
(Folger 1989) Ohio's Selective FLxieliencc Program is actually 
a collection of seven incentive programs, the first two of 
which (Hmineiit Scholars and Program Hxcellence) were es 
tablished in 1983 (Mair.ston 1989). lielween 1983 and 1989, 
the stale invested a total of $157.6 million in this program 
(Ohio Board of Regents 1989) 'Hie goals of these programs 
range from improving undergraduate education in all sectors 
of higher education to expanding research, 'I'he empirical c\ 
idence on the overall eficLtiveness of these or similar pro 
grams in meeting state goals is limited and incoiKlusixc, how 
ever (k-vin 1989) 

In summary', the evidence on the budgetarx implications 
of costs. pr(KluLti\it\'. and Liualit\' suggests five imperatncs 
for the future First, in dealing with these dilemmas, state and 
insvitulional higher education le;;Jers must clearly agiec on 
what the policy goals for higluT education are or ought to 
beat all levels. Second, state policy makers must commit 
themselves to constraints on resources and enforce them 
tlrmly 'Hurd. in.stitutional leaders must take a hard look at 
options for realkKation for ihei^ institutions Fourth, Mate pol 
icy makers ma\ have to allow budgeting to become more dc 
centralized to allow more fiexibility on campus m the pursuit 
of these goals And fifth, all participants within the state higher 
education budget process should encourage a ceitain dcgice 
of experimentation, some risk taking, and, above all. inno 
vaiion wiihm the educational enteipiisc (U'vin 1989) 
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Affoitlability 

Dunni; [he I9H(K ihc atloKhil^iliu of Iiii^Ikt cJiKadon Ix'gan 
U) as a sii»nificani i\sul' tor Ma(c i")olKy makers Be 

iween fiscal \ears 19H! anJ 1988. a\mi»c (uiuon ai pul^lK 
msiiiuiioivs inLaMsL'J In 83 jumximii anJ a\'ciai»c tMiiion ai pri 
\ak' inMiuuu)n.s i»rc\\ h\ 9S pcKcni, wlnlc tlic CP! and median 
tamil\ inurnK" i^iL'w 3t ixMXcni and SOixTccni, rc'six\n\vl\ 
< llalsicad 1989a) I'unlK*n nxriMscd incciualiiy in iixonK* 
am< )n^ AnxTkan lamilics lus led U) a \anishini» middle (.lass 
and a naiu)n of haves and have nois resulnni» from ihe ^row 
ing ma)me i^ap between individuals with hii»h slIkk)! and 
o)llei;e dij^iMnas (Ix'vn 1989) 'Hie iraduional poUcy levers 
available lo stale hii^her ediKauon policy makers ft)r dealini; 
wilh ihe qiKsiion ot aHordabiliix include scllini^ piib\K luition 
levels and ixov idini^ Miideni financial aid In recent \eais, an 
additional lever has been Mate mechanisms to helj^ jxtrents 
save tv)r children's collei^e educatii)n, such as tuition piepay 
ment and savings plans 

Tuition policy 

liaditionalK, tuitu)n in the jniblic sectoi has been seen as a 
vva\ to i^lui^ the i^aj-) Ivtween state ai')i")iopriations and ex 
jx^ted expendituies tor the ci^mini; fiscal xc-ar, leadini; to an 
iiiveisL' ic'lationshii^ between the twi) si)Uices of funds Ouiing 
the i98{)s, the rai')id rise in institutional costs and eNjx'ndi 
tuies. u>ui')led with a decline in state ai^i")roj^riations, 'vi U) 
the substantial i^rowih in tuition at publu instituiu^.is (\X'iu 
siruckand Brai^i^ 1988) I-uriher, empirical evidence sui»i»ests 
liiat iiKreases m tuition acKeiseK atVcvt enn)llments {ai')pro\ 
iMKitelv 1 8 to 2 I peuent define kn even $100 inerease in 
pi'ce) ( Ix'she and Bnnkmar. 1988) An added eomi-)lieation 
has been the uu leased Nkus t)n the cjualilx o\ hij»her edu 
vaiion in the micKi ot the iisini» ct)sts ot attendance "NobocK 
likes hij»hei prKcs. that s a i»iven. Ikit if lui»her i')riees aie 
ImKed to lowei c)ualit\. the* lesuii uin be devastatinj»'' ( Ko 
SL'nswc-ii» 1990. p {{) 

in an c-tloit t*^ addiess the issue ot atyoidabilux, several 
slates have iee\amined oraie in the i')i(Kess ot leexamimn; 
iheir i^olkies toi sc'llini» tuition A surve\ b\ the State I !ii»hei 
I duration lAeailive()t1lcers(Slli:i:()s) .ndicates that eij»ht 
s(,iic's have statutes that set expeeted tuition ie\enue as a spec 
ilird pei\enta^ue of instrucuonal costs or state apixopriations 
and ilut tour states establish tuition and tec uUes ihroui»h stai 



utc or rulCvS as a sjxvitiCLl i^cRcinage ofcost j^ci .stiKlciu or 
state appropriatioiLs (Mingle 1988) Inirther. the .sun'ey in 
dieatevS that over half ofthe .stales in the countrx' use the CP\ 
or HIiPI» either formally or informalK; in setting tuition, which 
indicates tl . states arc tr\ ing to minimi/e the traduional lole 
of public tuition as a plug by linking it lo external factors. 'Ilie 
effect of the.se eft"ort.s has not yet displaced the traditional in 
verse relationship between tuition and state apjxopriations 
for higher education^ however ( I iaaptnian 1989) 

Although state poUc)' makers have no direct inlluenLe over 
setting tuition in the private sector^ some states have at 
tempted to indirectly inlluence the growih in tuition at pn 
vate institutions through ilircit institutu)nal grant programs 
'Hiese programs are usually baseil on the number of resKlcnts 
enrolled, the number of degiees conferred by the institution, 
or contracts for specitk programs (!apovsk\' and Allard 1986) 
As tuition and ices remain the largest source ol rc\eiuie for 
pn\ate institutions, ain adilitional outsiile fuiKling louIlI hc\p 
pieclude the need to raise tuition in the pn\ate seiior. 

Student Jimmcial aui 

A related policy lever addressing the issue of alTordabilit\ is 
state funded, neecl b.used grant ami scholarship i')rogranis Vu 
dent aid has been shown to increase access to higher cdu 
cation, piomote choice, and impiove peiMstence among re 
cipients (Ix'slie and Bimkman 1988). Kveiy .state has some 
torm of need based .student aid j')rogram for undeigraduatc 
students In fiscal year 19H8. slates awarded $ \ 8 billion m 
grant aid to I million .students ( Reeher and Davis 1988), 
'Hie recjuiremenis for and eligibihty of students to participate 
vaiy Ironi .stale to state. Although it is acknowledged that the 
amount spent by .states on .student financial aid pales in com 
parison with that SjU'nt by tiie lederal government, il leniams 
an inij*)ortant policN' lever 

In the pa.st, the arguments about atlordabiht), Uiition. and 
student financial aid have tended to he eithei for low oi no 
tuition k)w financial aid or for high t.iition high financial aid 
( W'litstruck and Bragg 1 '<SS) 'Ilie arg^'mcnt tor low or no tu 
ition a.ssumes that .scK iety is the ukinute heneficiar\ of an 
educated popukijtion» thus, government .should suhsidi/e all 
OI a significant portion of the operating co.sts of highei cd 
ucation institutions Coiner.sely. the position lor high Uiiti )n 
high student a;d argues tbat in general the individual, not .o 





ciety, IS tlie primaty beneficiary of a higher education and 
that tiiose who can afTord it siiouid pay full price, allowing 
the government to concentrate on subsidizing needy indi- 
viduals through student aid. Virtually all states identified as 
iwing high tuition aiso have large student aid programs 
(Mullen 1988). 

In recent years, state support for student aid programs has 
dwindled along with state general appropriations for higher 
education, while tuition has increased Nationally, need based 
grants kept pace with tuition in only about one-third of the 
stales between 1983 and 1988 (Halstead 1989^1; Reeher and 
Wiv\s 1988). Federal grant programs, especially the Pell grant 
program, did not keep pace with tuition during the 1980s 
(Hansen 1989). It would seem that tuition, financial aid, and 
institutional support would be linked at the state le\'el to meet 
the objectives of student aid policies, regardless of the under 
lying philosophy within the state. A recent survey revealed, 
however, that only 17 SMEEOs fe!t that these policies were 
dosely linked within their states (Curry 1988). 'Huis, the real 
polia' issue is not whether or not state government should 
provide student subsidies for higher education, for both high 
and low tuition states provide subsidies in one way or an 
other Instead, the real issue lies in the development of a co 
hesive plan ensuring that policies for tuition, student aid. and 
institutional sujport are linked in a way that is adequate to 
finance the costs of higher education 

State tuition prepayment an/i savings plans 

Initial state involvement in tuition j^repayment and savii^gs 
plans developed during the 1986 and 1987 legislative sessions 
(McGuinness and Paulson 1989) Michigan was the first state 
to enact a jwimnient plan (the Michigan Educuion 'Irust) 
in 1986 In 1987, Illinois created and enacted the Illinois Col 
lege Savings Bond Program As of September 1989, 1 1 states 
had tuition prepayment plans, and 19 states had college sa\' 
mgs bond j-jrograms Of those programs enacted, three states 
have imj')lemented tuition prepayment plans, and 12 states 
have conducted at least one college s^ivings bond sale 
(McGuinness and Paulson 1989) 

luition prepayment plans allow j^arents to prepay tuition 
at uirrent or discounted rates at .scate institutions of highei 
education several years in advance of their child's entry In 
Monda, j^arents may also y)vc\x\\ r(H)m and board at any state 



university In return for the prepayment, the sute guarantees 
that tuition will be covered in lull by the plan at the time of 
matriculation Tlie potential benefits of these plans for par 
ticipants are obvious, given the rapid grcmth in tuition aiul 
fees during the 1980s 'Hie plans also have a number of po 
tential drawl:)aclcs for state policy makers, however, the m 
ability of legislatures or institutions to raise tuition in the fii 
ture becmse of the plan's considerations, the risk that growth 
in the plan s assets will not keep pace with growth in tuition, 
and the fact that those who can afford to participate in the 
phn may not really need to, while those who could most l)en 
efit from such a plan (that is, low and middle-income fam 
ilies) w^ill prol:)ably not be able to afford to participate (lii>yell 
1988a) Other disadvantages include the lack of flexibilit}' 
tliese plans pro/ide and the fact that they might promote un 
fair competitive advantages l:)etween certain t\pes ofinsti 
tutions (Anderson 1988a). 

College savings bond programs are typica: v structured as 
part of a state s general obligation lx)nd sale for the year 'Ilie 
bonds are zero coupon bonds Ixuight at a discount, with the 
prcx:eeds paid at maturity. 'Iliey are most often sold with face 
values of $5,000 and mauirities ranging from five to 20 years, 
with interest rates between 6 and 8 percent (McGutnness and 
Paulson 1989). Typically, the lx)ndsare exempt from both 
federal and state tiixes. In some states, additional incentiws. 
such :ls cash bonuses, are in place to influence Ixiyers to use 
the bonds for college. 

Such bonds have several benefits. Tlieir relatively lo'v cost 
makes them an investment that is axai'able to a broader spec 
iawv, of a state s population. Parents are not icK'ked into a cer 
tain in.stitution or t\pe of institution. And the state assumes 
no risk with regard to future tuition rates, given that no prom 
ise is made that prcKveds ofthe bonds will keep pace with 
tuition Unfortunately, this benefit is also the concept's biggest 
drawback, as, historically, titx exempt savings bonds have 
barely kept up with inflation (Anderson 1988c) As noted pre 
\'iously, tuition outpaced inflation throughout the 1980s 'Hnis. 
parents who invest in these bonds may well not be meeting 
their goal of s;i\ing for the fiuure education of their children 
Another drawlxick include^' the fact that tcx) much zero 
coupon debt could adversely affect the state's future credit 
rating, given that payment of such elebt is shifted to future 
administrations. 
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Because luiiioii j*)repaynici/ and college .sa\ing plms are 
so new, lU) empirical e\kionce exists alx)ut their effectiveness 
in meeting objectives for alTorclability V^liile both make po 
litical and practical sense to jx)h<.y iriakers, ifany ofthe neg 
ati\e arguments presented in either ciuse hold true; the pas 
sibility exists that these {programs may be doing more to hurl 
affordability initiatives than to help them. Both alternatives 
recjuire careful monitonng and gathering of empirical data 
111 the coming years to evaluate their effectiveness fulK' 

Economic Development 

For slate poliq' makers, the potential use ol higher education 
in the state's economic de\'eloj*)nient ha,s become a major 
issue. For most states, cvonomic de\'eloi*)nient is synonymous 
Willi the attraction of high technology' industries, which in 
volves higher education "FuMiomic planners increasingly 
regard academic institutions as critical resources in strategies 
to reiin igorate mature mdustnes and stimulate new, 'sunnse^ 
industries ' yohn.son IWi, p i) Conscciuently, some states 
ha\'e begun to implement new econcmiic cle\elopment pro 
grams through the budget i^kcss for higher education hi 
terestiiigiy, one stud}' found that states that haw j')r()ni()ted 
ihemseK es as i')referentiai sues for business cle\ eloj^nieiit also 
tended to lia\e expanded go\emiiieiital in\ estnient in higher 
education (Slaughter and SiKa 1985) 'Hie j')riiiiar\' ways that 
higher education has bcxonie iiivt)lved in ectHioiiiic devel 
opnient have been in the ftmiis t)f research activities, edu 
cation and training for the wt)rk force, and bu.siness partner 
ships with higher education 

Research activities 

lUsic research activities are the cornerstone of a iiatu)ii\s eco 
nomic development, and iiitxst basic re.seaicli is cained on 
at major research universities Re.seaicli is the cataly.st tor tech 
noiogical innovation, which leads to improved prt)ciucti\'ity 
and economic growth (H R Carii.sle 1988). In the past, the 
lederal govemnieiit was the priniaiy .source of go\eriimenl 
funding for research, but in recent years, .state go\eriiiiieiits 
lia\e been taking a larger role in funding le.searcli within 
higher education, either b\' full} funding re.search jm)|ecls 
1)1 by le\eragiiig funds through challenge grant j^rogranis 
Ohio implemented its Research Challenge Program in I98S 
to stimulate new and expaiicled research at colleges and um 
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\crsitics. It provides a partial match through state fuiuLsto 
research projects with a high prohahiiit\' of securing outside 
funds. Between 1985 and 1989, the state invested $50 3 mil 
hon in this program (Ohio Board of Regents 1989). California 
esi^iblished the Micioelectronics and Computer Research Op 
portunities Progmni in 1981 to promote research in micro 
electronics techp.jlogv'. 'Die program provides matching funds 
for faculty research projects and provides fellowships to grad 
uate students in the University of California system ( Maryland 
State Board 1986). 

Education and training of the work force 

An important dual com[X)nent in attractuv^ and retaining high 
tec hnology industries w ithin a state is an educated work force 
and th.e ahility to provide training to meet l»^glvtechnolog\' 
companies' needs for workers. W is even more im[KTative, 
given the fact that the ga;-) hetween the demands for lahoi 
of high technology' industries and the current supply of 
workers cjuahfied to meet this demand nationwide lus grown 
significantly over time (Johnston and /VsscKiates 1987). Col 
leges and universities have heen seen as a means to improve 
the quality (/the state's work force as well as to improve on 
going training for the employees of higli technology husi 
nesses I'niversities pxo\ ide graduates trained in engineering, 
science, and math these comiianies need. 'File majority of ac 
t!ve education and training of the woik force is heing done 
hy community colleges ( I lines 1988a), and community col 
leges often develop specialized training courses for a com 
pany s labor supply. In North Carolina, for example, a rep 
lesentative from the community colleges is sent along on state 
business recruiting trips who often guarantees a trained work 
force on the clay the business opens if the company will IcKate 
within the .^tate. Mven so some states have lagged in Hieir fi 
nancial support of community college initiatives, thus weak 
eningan important link (Na/ario 1990). 

Business partnerships tidth higher education 

'Ilie connection between higher education aivJ high 
technology industiy has tliree major links, research, human 
resource development, and technology transfer (^Johnson 
198*0 Technology trinsfer is juobably the most impc/rtant 
of the three for retaining and strengthening relationships w ith 
companies and ultimately pequ'tuating econoniK growth 
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Tcdinology transfer involves tlie conmierciahAition of re 
scarcli rcsulb Qolinson 1984 ) From tlic l:>usincs.s pcrsixrtivc, 
tlic successful tninsfcr from laboratory' to coniniercjal pro 
duction IS the most important consideration in remaining 
within a certain IcKation. State initiatives for the transfer (^f 
technology include research parks, business incubators, and 
consulting/extension services (Anderson 19H8b). 

One of the oldest and best known examples of partnerships 
for the puiposc c;f technology transfer is Research 'Ihaiigle 
Park in North Carolina 'Hie park, begun in 1956, combines 
the resources of the state, three universities, private industiy, 
aiKl the federal govemment in ventures that ensure that tech 
nok;gv' transfer remains a smcxxh prcKess A more recent ex 
ample is Ohio' > 'Hiomas Hdison Program, which consists of 
three LOmponents. a seed de\ eiopment fund that matches 
state funds with private fumls in developing new prcxlucts, 
teihnolog)^ lenters at univcisities to expk)re areas of tech 
nological concern within the neighboring business cominu 
nity, and incubators to proviile acadeiiiK expertise in setting 
up new teLlMiok)g\' baseil u>mpanies (Mjryland State Board 
1986) 

Some caveats about economic development 

Despite all ot the potential finaruial benefits higher education 
can reap m the state economic development game, a number 
of caveats remain I-irst, despite its altruistic motives, economic 
development remains a political instrument "Creating jobs, 
icckicing unemployment. . and stimulating economic ac 
••\it\ otTer i:)()hticians considenible grist for their mills" (Iliries 
1988a, p 63) And depending on the political winds, it could 
prove to be either a help c^r a hindrance to a Mate s higher 
education leaclershii:>. Tluis, higher education ,shoulcl be care 
ful about the alliances it forms in the prcKcss ot particip,iting 
in a state's economic development efforts Second, economic 
development is a long term proposition, and a cjuick fix men 
lality could cause problems for higher eckication 'Iliird, the 
fundamental differences between the academic and the busi 
ness worlds should never be forgotten. 'Iliese dissimilarities 
arc found in two sets of different values With ro^drtA to woik 
values, academics find the ?}ie(OLs most impc)i'(ant, while busi 
nesspeople find he emi product im^si important And with 
legard to lifestyle, the life of the academk tends to be much 
more bureaucratic, less stressful, and generalK more secure 



than that of the busincssperson (Bird and Alien 1989). If not 
controlled, these differences could well hamper development 
aaivities. And fourth, evaluations of the effectiveness of eco 
noniic development efforts involving higher education have 
been sketchy up to now (Anderson 1988b). Tlius, state policy 
makers should be careful about the amount of funding ded 
ic^ared to such initiatives. 

Minority and Nontraditional Students 

Two policy issues that have gained importance in the piust de 
cade are the issues of minority students' achievement and 
the accommcxlation of nontraditional students. Tliese issues 
have gained significantly in importance at the state level, 
while, at the same time, higher education has come under 
fire for failing to meet the needs of these two groups: 

American collides and ufiiivnitws have prut eu more adept 
at marketing to nontraditional students thaii at tailonng 
educational programs to meet their need% while, ironically, 
that *iame marhrtimi has Jailed to end the pc^^sk'>U u>}der 
representation ofhlachs and Iftspanics, along with poorer 
whites and Native Americans, among college sti^dents, staff, 
and faculty (Policy Perspettwes 1990, p I ). 

'Hiese two major trends a j causing problems for higher eel 
ucation at a time when higher ecluc;Uion is being asked to 
help with a number of economic and s(K-ial problems. 

Minority students* achiet^ement 
'Ilie minority population in this country has grown dranxit 
scally over the past decade. |:)nmanly African Americans, I lis 
panics, and Asians. Our population has become more diverse 
than at any other time in hi.stor}'. 'Hie .s;ime degree of diversity 
does not exi.st in higher education, however. Between 1976 
and 1986, the enrollment of African Americans in higher ed 
ucation declined from 9/i percent of all enrollments to 8 6 
percent of ail enrollnieius, while the Hispanic .share increa.sed 
from 3 5 percent to 5 percent of all enrollments ( LI S Dept. 
of Education 1988, table l-i6). Although the representation 
of Mi.spanic students has incrcused over ume, the fact that, 
dunng the 1980.S, the Hi.>panic population grew five times 
as fa.st as non \ Iispanics and that they currently represent 8 
percent of the total population indicates underrepre.sentation 
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in higher cduuiiion (l^usincxs Week 1989) InkTcsungK. mosi 
inMUiiiions rcaliAc ihai ihc\ arc noi imprcAing (he achic\c 
mcni ofminoriiN Miidcnis A rccciK national mhacn of campus 
adminiMraiors found iliai two thirds rated their institution's 
jU'rformance as ' fair ' or "poor" in recruiting African American 
and H;sj^inic students And -tO jXTcent rated efforts to retain 
African American and Hispanic students as ^ fair ' or p(K)r" 
Khawas 1988). 
Ik'cause of these factors, state poUc)' makers have started 
to become invohvd in ini. atiws for minority stucients Two 
of the most common programmatie initiatives lia^e been stu 
dent aid programs for minority student.s and eollaboratise ef 
forts vMthin higlier education and between highei education 
and elcmentar\' secondar\ education related to the j')rogress 
of minonties (Ilines 1988a). An example of the latter is the 
Minority Hducational Achie\ement grant enabled h, the II 
linois Higher Hducatioii (;(K)iu*ratK)n Act 'Hie s 't( has alio 
cated a total of $12 S nalhon for the giant since its inception 
in fiscal year 198S to foMer u)operati\e piognms among in 
stitutions of higher edue.aion in Illinois designed to impro\e 
the lepresentation of minorit\ students One sjmific ex<imple 
of such acoojU'ratne venture bemg funded through this pro 
gram is the Chicago Area Health and Medical Careers PiogLim. 
unoKing se\en aiea medical schools (public <ind pruate). 
one universit\. and two not for profit organi/alions 'Hie ob 
jecti\e of this program is to increase the number of African 
American and ! lispanic physieians and other health profes 
sionals. Stucients arc recruited »V(jm the sixth grade through 
college for paitK ipation in a structured multiyear program 
providing academic support, guicLuKe courseling. inteiac 
tionswith role models in the health professions, and numei 
ous attempts at interxention 

Sontraditiottal stmients 

\ontraditional .students —those aged 2S and older or those 
who do not enroll full time in higher education directK alter 
high school -haw presented a different problem for higher 
edueatioii ()\'cr time, these stucients ha\e begun to ixpLice 
traditional stucients as the majority on college camjnises He 
iwcvn 19''0and 1986. nontraditional stucients grew from lO 
to 18 jxTcent of the total, and the\ aie expected to total 60 
jXMcent h\' 2000 ( Pohcy IWspecdiVs 1990) Colleges and urn 
\ersities have responded to this growing segment b\ iiureas 
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ing their marketing efforts to atti.K't such individuals to their 
campuses Some obseivers have noted that despite these mar 
keting efforts, higher education remains an enteq*)rise tailored 
to the needs of traditional students (Polity Perspectttvs 1990). 
'Ilius, as these students become the new majority, they will 
begin to pose budgetary implications for the state, such as 
funding for new instruaionj' programs, additional funding 
for off campus sites, luxl a different orientation toward student 
serxices, Uke achievement for minority students, ample lit 
erature exists on the trend in nontraditional students and then 
implications. But given the significance of the issue, the lit 
erature is extremel}' sparse with regard to specific state ini 
tiativcs designed to improve the matriculation of nontradi 
tional students. 

The State and Independent Higher Education 

State policy makers have long realized that the independent 
sector of higher education represents an important compo 
nent of the diversity of higher edur ation and that it also pro 
vides a number of economic, cultural, and other quality of 
life benefits to the state, One important direct benefit to some 
states has been the avoiciancc of costs U) educate residents 
who ch(H)se to attend independent colleges and universities 
(Brinkman 19H8) Consecjuently some states have chosen 
to invest a significant amount in the inde|XMuient sector llie 
significance of independent higher education \aries consid 
erably from state to state, given its j')hysical presence and his 
torical traditions, As a percentage of total higher education 
institutions, private institutions nrngv from 88 percent in the 
District of Columbia to zero in Wyoming (hipo\sk\' and Allard 
1986) As a result, the importance of the independent sector 
in the state higher education budget pnxess \'aries from .state 
to state as %vell, 

'riiree distinct state policies can be discerned with regard 
to independent higher education (Zumeta 1988a) Hie first 
posture is the l(4L\scz Jairc approadx in w hicli tlie indepen 
dent .sector is left to its own resources and the state allows 
the sector to regulate itsell. In extreme cases, the state pro 
\ides no funding at all to these insiitutions, Ilie second pos 
ture is state central planftiug^ m which the independent sectoi 
is an integral part of state planning for higher education At 
the opposite end from the laisse/ faire posture, this ai')pn)ach 
extensively invoK es independent higher education in pro 
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graiiimati*. initiatives aiul is a recipient of substantial state clol 
lars. In states practicing this posture, accountability is likely 
to be an important issue as we!!, llie third posture is the 
market-competitive approach, whose basic policy objective 
IS the promotion of fair competition between sectors. A state 
taking this posture would be most concerned with correcting 
"market imperfections ' through subsidies for stucient aid, titx 
incentives, and other such mechanisms (/Aimeta 1988a) 

For states that have chosen to take a proactive policy stance 
toward independent higher education, the primary' budgetary 
mechanisms have been stucient aid and direct institutional 
grants, All states except VCyoming (which lus no independent 
institutions) now have at least one student aid program for 
students from the independent sector, In addition, 17 states 
have separate tuition ecjuali/ation grant programs for students 
attending private institutions (Zumeta 1988b), In general, the 
proportion of a state's enrollment m private institutions and 
the level of funding tor state student aid are strongly corre 
lated (Zumeta and Green 1987 ) Given the decrease over time 
in federal financial aid and the significant increase in expen 
ditures for institutional aid within the independent sector, 
state student financial aid programs (v hen linked with public 
university tuition policy) have probably become the most iir. 
portant policy lever available to state policy makers with re 
gard to the private sector lwent\ one states also have direct 
institutional grant piograms to private colleges and univer 
sities that take the form of general aid (six states), support 
toi health related programs (21 states), support for other ed 
uuitional programs ( 12 states), support for research and tech 
nologN ( 10 states), supix)rt for programs for underserwd stu 
dents (six slates), support for cooperative ventures (foui 
states), and capital grant programs (three states) 'Hie cumu 
lative policy effect of direct institutional aid to the indepen 
dent sector is less clear than that of state student aid, although 
the independent sector rcportedK highly values direct .state 
aid (Zumeta 1988b). 

Summary 

'Ilie state higher education budget has become an important 
means for implementing state level higher education initia 
tives Accountability has become a significant priority foi state 
policy makers. As the concept of accountabilit) has evolved 
from a fiduciar\ orientation to one diiected toward outcomes. 



accouniabiliiy iiiechanisins have begun lo evolve from re 
poning mechanisms lo insirumenis of change or, in other 
words, from prtxvss lo prcKluci. As a resuli, fiiuirc accouni- 
abiliiy mechanisms will likely be more iniegraied inio ihe 
Slate l')udget prcxess for ihe punx)ses of feedback ihan ai any 
lime in ihe past. 

Cost, prtKluciiviiy, and cjualiiy are inextricably linked. Tlie 
sigmficani growth in higher educaiion cosis is a fiinciion of 
the lack of internal constraints on resources, the labor 
inicnsivencss of higher education, the natural propensity for 
colleges and universities to grow rather than realkxate, and 
the resulung organiz;uional inefficieiuy. ik^laied is the con 
cem aboui ihe lack of productivity in higher education At 
the same lime ihai costs are incre^Lsing, the ouicomes of 
higher educaiion are becoming harder lo measure, largely 
because goals are diffuse and unclear. Consequently, the 
maintenance ot quaiiiy in higher educaiion hiLs become an 
extremely political issue for states In an effort to maintain 
tjualiiy, several Slates have devised incentive funding pro 
grams to promote quality in specific areas, including under 
graduate education and basic research. Ik^laied issues remain 
ing foi state policy makers include the setting of specific goals 
for higher education and the introduction of innovation wuliin 
the budget prcxess lo meet those goals. 

As the inecjuiiy between tuition and income increased clur 
ing the 1980s, aflbrdabiiity began to take on importance as 
well. In an etTon lo maintain affordabiliiy, some stales have 
attempted to link uiiiion policies to external factors rather 
than to the siancUrd practice of using tuition revenues to offset 
declining state appropiiaiions Another w , of addressing af 
fordabiliiy through ihe budget prcxess has been the funding 
of stale ,»iudeni aid programs. States with high tuition usually 
hav( high suideni aid programs, alijiough suiprisingK tew 
siau^ closely link student aid, tuition, and instiuitional sup 
port Several Mates have devised tuition prepayment and sav 
ings plans, and although they have high political appeal, thev 
have several disadvantages, not the least of which i.s ihe lack 
of any evaluation of etTcctiv encss It is ev ident that ,siates need 
to begin to coordinate their financing policies more ertlcicniK 
if they are to etTectively addicss the i,ssue of aftoidabiliiy. 

Higher education has become ver\' involved in staie,s^ eco 
nomic development, paHially as a uay to mcrcMse its funding 
from the state. State funded economic development activities 
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inclu'lc research aiKl elcvelopnicnt prograiii.s. involvcnicMit 
in educating aiul training the work force, aiul fostering part 
nershtps with business for the puqxxse oftechnolog)' transfer 
'File effectiveness of these activities remains unclear, ami nu 
merous potential problems exist. nuUkhng the highly pohtical 
nature of economic elevelopment and the luiulamenial dif 
ferences between higher eikication aiuI business. 

iMinority anil nontraelitional stuilents present special prob 
lems for state poliey makers. Minorities have increaseil ;us a 
percentage of the total population but have ilechneil as a per 
centage of enrollments in higher eiluLation Most states have 
inKiatcil programs through the builget prtKess to jmniile <ulI 
for minorities ami to encourage the ilevetopment of inno 
vati\e cooperati\'c programs within the eduiation Lommunitv 
It IS well aicepteel that nontrailitional .stuilents are fast becom 
ing the new ma)onty in higher education, but higher edu 
cation has done httle to change its structuie to meet the needs 
of nontraditic^nal students. 

Main states have long ieali/x\l that the presence of inde 
peiulent higher eilucation pro\ieles mam' tangible and intan 
gibh Denefits. /\s a result. man\ states sup|X)rt the indepen 
dent sector through student aid and institutional aid programs 
Becau, e federal student aid has dec leased over time and in 
stitutioUc'l aid programs at private schools ha\e increased, .stale 
aid progian... p-obably rt^pieseni the mo.st signiHuint policx 
le\er available with regard to the independent sector 




ANALYSIS AND IMPLICATIONS 



As previous sections have iHustnitecl, state budgeting for 
higher education is a complex, nuiltifaceted prcKess involving 
a number of players and factors Within the framework pre 
sented, the environmental context frames the state higher ed 
ucation budget prcxess, resulting in a "prcKluct'' (the budget), 
which in turn provides a number of outcomes S\Tithesi/ing 
the literature on this and related topics provides a sense of 
the gaps in the knowledge related to state budgeting lor 
higher education. 'Iliis section anaKws the exteni of what 
IS known regarding tins topic aiv' .he implications for research 
and for practitioners 

Analysis and Implications for Research 

'Iliis subsection blends an analysis of what has been presented 
m this monograph with regard to state budgeting for higher 
education with the implications for research. It prcKeeds with 
the areas of framework used in this monograph as well ;ls the 
separate areas of context, prcKess, and prcKluct 

The framework for state-level btuigeting 
for higher education 

'File framework for the budgetar\' prcKCss provides a start to 
finish, external environment -to completed outcomes means 
of understanding what ck airs in budgeting, 'Ilie major weak 
ness in the framework is .^nipirical research to alfirni (or dis 
affirm) portions of it. For example, research exists about the 
relationship between sixxilk environmental factors and total 
state spending for higher education, but little research r,s a\ail 
able about the interactions among some ol'thc environmenial 
variables themselves and their combined elfcxts on hrghei 
education budgets. 'Ilie economic context of budgeting has 
already been established as a significant factor with regard 
to budget outcomes, but that economic context will be af 
fecied by the demographic and political factors that develo;^ 
in the 1990s One such factor is the aging of the po[')ulation 
in general. Will older Americans desire higher education to 
the degree that once was supportable? /\s baby bcx)mers age, 
will new political factors force shifts m the le\el anci t\pe of 
funding for higher education? 'Ilie birth and ccniiing of age 
of the baby boom generation forced massive expansion of 
higher education and its funding suppon during the 1960s 
and 1970s. Will it nosedive in the 1990s and into the next cen 
tury iLS that same generation ages and recjuires a dilTerent set 
of ser\ices? 
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TJje environmental context of state budgeting 
for higher education 

Within the scheme of state budgeting for higher education, 
contextual factors, such its a state s historical traditions, po- 
litical culture, demography, and economy, all affect the pro 
cess and outcomes. Tlie historical traditions and political cul 
ture within a state provide the ground rules in the budget 
prcxess, while demographics and the economy serve as inv 
mediate indicators of supply and demand for state services. 
A state's traditions and political culture indicate how much 
higher education is and his been viewed as a priority and 
the relative importance of the players within the budget pro 
ceSvS— the governor, legislature, state ccK)rdinating board, and 
individual campuses. On the other hand, demc)graphics in 
dicate the demand for state ser\'ices, and the economy pro 
\'ides a meiLSure of resources av'ailable to meet those needs 

Tliroughout the 1980s and as we move into the 1990s, it 
appears that the most critical contextual factor will be a state's 
economy, while other factors will moderate the effect of the 
economy on the prcxess and outcomes. In the last decade, 
the prosperity of higher education both rose and H\ with 
state economies. Because both the timing and the size of 
these changes vary from state to state, historical traditions, 
political "ulture, and demographics moderate the effects of 
the economy to some extent. To what degree these contextual 
factois interact separately and with the budget prcK*ess is es 
sentially unknown. 

11ie culture and traditions of states are probably the most 
promising areas for lcK)king at the effects of historical or po 
htical variables. As noted earlier, the research on the rela(ion 
ship between political variables and spending for higher ed 
ucation shows frustratingly inconclusive results. It is obvious 
to any c)bser\cr of the political scene that variables like par 
ticipation by voters, public opinion, or partisan control of the 
legislature influence a state's spending priorities. Hie tradi 
tional ways of measuring these factors' effects is clearly un 
satisfactory. Conducting qualitatne research on the culture 
and traditions, particularly some of the political traditions, 
may be a means of clarifying some of these relationships. 

Tlje state higher education budget process 

Closely related to the culture and traditions of states is the 
/>roct\sLs' of budgeting, clearly an area that needs more research. 
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Budgeting and budgets cannot be captured entirely through 
numerical descriptions or c|uantitative studies. A budget is 
not cut and dried. It represents a wide spectaim of person 
alities, organizations, priorities, and needs. 'File study of 
budgeting does not support the English scientist Lord Kel\ in s 
thesis (paraphrased) that "if it can be measured it can be un 
derstcxxl." Merely nuusuring the budget in quantitative terms 
IS not sufficient to tell the whole story of budgeting 

Because of this factor and numerous environmental 
changes, budgeting ciinnot be described xs simple incremen 
talism. Budgeting processes and outcomes are more complex 
than an annual linear progression. By understanding when 
deviations from incrementalism occur, one can begin to ex 
amine the events that (Kcurred near that time that might be 
used to help explain the deviations. For example, state 
nudgets for higher f^ducation do not follow a single straight 
line (Lyddon 1989); rather, the regression line is a series of 
smaller lines that shift at particular points Identifying events 
such as the election of a new governor, a change in partisan 
control in the legislature, or other events might help explain 
what cKcurred before the shift and thus lend clues as to why 
the shift cxrcurred. 

Ilie shift from incrementalism, in which budgets arc largely 
bxsed on what w:ls daided in the past, to a market mcKlel 
of budgeting, in which budgets are adjusted to accommodate 
changing conditions, may vary state to state Hiis variation 
may happen as much because of the variation of economic 
conditions its because of political culture and traditions. It 
is not well understocKl what traditions govern why higher ed 
ucation in particular gets its "share" in gcKKl times or in bad 
Do traditions or pa,icms of organizational types exist with 
respect to vState budgeting for higher education^ Some im 
portant work in this area (Fisher 1988a, 1988b) needs to be 
extended to other states and to specific state budgeting 
situations. 

Considerable research on budgeting processes has (Kcurred 
at the federal level. Such research mcKlels could be applied 
to states— individually or several at a time. For example, one 
could apply the examination of agenda setting in health care 
policy and trans|X)rtation at the federal level (Kingdon 198^0 
to states and examine who sets agendas for different areas 
of the budget. Using research about the governor's role in 
budgeting (typically setting the parameters, or the agenda, 
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for the state budget for higher education) (Adier and lime 
1988), one can study to what extent, and under what circum 
stances, higher education leaders are able to set the agendii 
or influence the agenda for higher education budgeting and 
how this agenda is afTeded by the presence of special interest 
groups. In many states, the advent of faculty unions and state 
level student asscxiations has become an addition to the equa 
tion. 'riiough these interests are typically narrow (for example, 
faculty salaries and tuition costs), these groups have become 
another force tugging at the budget from difTerent directions 
Other increasingly powerful interest groups include commu ^ 
nity college dissociations and private college federations. A 
less organised, though c|uite potent, force is public opinion. 
Public opinion polls help governors, legislators, and some 
interest groups gauge citizens' reactions to policy and bud 
getary initiatives and therefore further aflect the parameters 
of budgeting. 

Analysis of interest groups and agendii setting in state 
higher education budgeting is not merely of theoretical in 
terest. 'Hie lifeblcxxl of higher educ^ation, especially public 
higher education, is state funding Knowing who sets agendas 
and how within the political prcK'ess c^an greatly enhance 
higher educ^ation's chances of influencing those agendas. 
! liglicr education as a budgetary' priority ebbs and flows, yet 
its financial needs follow difTerent patterns. 'Jims, it is cntually 
important to understand the setting of, and ioHucncing of, 
public policy agendas at the state level. 

Research on the prcKess of budgeting could draw heavily 
on decision theory^ and on organizational theory. Much ht 
erature is available in public administration about aspects of 
budgeting, including the budgeting process. It could be drawn 
together to assist in conducting research on state budgeting 
for higher education specifically. As already pointed out. the 
research literature on state budgeting for other areas i.s not 
completely applicable to state budgeting for higher education 
Higher education has special relationshi|\s with states that 
may create completely difTerent budgeting prcKcsses from 
other state government entities. In Illinois, for example, the 
governor alkxates fiincLs for each of the state agencies in his 
budget but provides a lump sum to the Board of Higher I^d 
ucation to distribute funds among the various scHjtors of 
higher education, in Michigan (as in other stales), the final 
budget includes a lump sum for each institution of higher 




education, while the budgets for state agencies include vev)' 
specific line items and numbers of FTE positions. 

A useful area of research would l*)e an examination of the 
role of legislative staffs m the budget process. Over time leg 
islative staffers have become increasingly professional in their 
training and background. Legislative staffs have an effect in 
two major ways: ( 1) by acting :\s liaison between special in- 
terests and legislators and (2) though the staff members' abil 
ities to specialize in a narrower issue or area than legislators 
can. Legislators might, for example, assign a staff person to 
get a sense of rarious special interests' vic^vs and to suggest 
a compromise or alternatives. Staff members' abilities to s|x* 
cialize (cx)mpared to legislators who must confront m;my 
issues) can influence? budgeting through greater use of data, 
more ability to draw ideas, and resources from other states 
or other sources. Tlie effect may offset elected officials' more 
political mcxlels of decision making by using rational sources 
of information and suggesting relatc\l styles of decision mak 
ing. How d(K\s it affect state budgeting for higher education^ 
Wlien and how do staff members use their influence with pol 
ic7 makers^ As legislatures in general are asserting their au- 
thority, it would be wise to examine their roles and those of 
the staff 

Another line of researdi is the effect of tight economic 
times on the budget process, Tlie outcomes have changed dur 
ing economic distress* U*ss nu)i>ey is available generally, and 
higher educ"*ition has been viewed as more discretionary than 
other items in the state budget. IJterature already exists about 
the effect of limited resources on institutions of higher ed 
ucation. In general, their budgeting becomes more central 
ized. Dcx?s the same phenomenon cxcur at the state level? 
Wliat specifically goes into the decisions made by state of- 
ficials to reduce spending for higher education (or to maintain 
Its level) in tight economic times? Does the previous expe 
rience that higher education is more discretionary continue 
to hold true? Higher education is being incor|X)rated into 
many st«ucV efforts at economic revitali/;uion. Will doing so 
help insulate the institutions from budget cuts in tight eco 
nomic tiii.es^ 

The state higher education btuiget as policy docament 

To many state poliey makeis, the state budget for highei ed 
ucation IS a way to link the state's poliey prioiities for higher 
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education with the resources needed to meet those goals and 
objectives, in the past, some policy makers have also used 
fimding for higher educ^ation to further their own politiciil 
goals, which might include both broad, statewide initiatives 
like involvement in economic development and assisting par 
enus in saving for college and narrower goals, such as sup 
porting the c^ampus within one's home district (or withhold 
mg support from the campus in another's district). Some of 
the policy areas addressed through the budget for higher ed 
ucution include accountability, costs, productivity, and c]uality, 
afFordability, economic development, minority and nontra 
clitional students, and independent higher cxlucation. 

Over time, the issue of accouniability has evolved from a 
fiduciary orientation to one fcKused more on outcomes. Policy 
makers are increasingly interested in the goals achieved 
through the expenditure of state fijnds for higher educnition. 
Unfortunately, most of the current accounuibility mechanisms 
in place tend to stress the collection of subst;intia! amounts 
of data for ambiguous or unknown objectives, resulting in 
continued dissatisfaction about the accountability of higher 
education to the suite. It is evident that new accountability 
mechiuiisms will have to be designed in umdem with budget 
ing processes that consciously link funding with state objec 
lives for higher educ^ation and also the performance of higher 
education with respect to achieving these goals. No ckxibt 
many institutional officials will resist such efforts, histitutions 
that speak the same language as state officials, however, often 
fare better in achieving new resources from the state 

Policy makers are also beginning to consider higher ed 
ucation\s costs, prcxiuctivity. and quality within the context 
of the budget. During the 1980s, costs of higher education 
grew at a rate far excepting the rest of the economy as a result 
of the general lack of constramts on resources, its labor 
intensity, and the propensity of colleges and universities to 
grow rather than to reallcxate. Concurrent with the growih 
in costs has been growing concern about productivity. Higher 
educ^ation outcomes have generally remained ambiguous, 
while, at the same time, expenditures for higher educ^ation 
have increased, largely bcxrause of new revenues brought in 
ihiough increiLsed tuition rates Tlie natural lesults have been 
concerns about efTiciency luul cjuality. 

Some states have imj')lementect fiscal incentue j')rograms 
as a means to "improve" or "maintain" cjuality, hut the ef 



fcctivcMiess of these progn. ns is genenilly unclear. Wliat is 
clear is the need for each state to devise a system that sets 
specific goals for quality and productivity and links state fiind- 
ing with these goals. In truth, not much in this system is dif- 
ferent fi-om what was originally described iis the basic objec- 
tive of budgeting: linking resources with policy objectives 
It . not yet cleir whether the new quality initiatives represent 
either new funds to institutions or are a way to prevent fimds 
from being ercxled from state spending for higher education. 
It is also unclear what effect c|uality initiatives have on dif- 
ferent institutions. Further, what orgiuiizational mechanisms 
help (or hinder) states* efforts to differentiate among insti 
tutions? That is, are quality initiatives spreid evenly among 
all institutions or all programs, or are they rewards for actual 
performance and thereby differentiated according to level or 
performance outcomes? Wiich state entity decides on the 
distribution, and what effect does the decision maker have 
on the outcome? 

State policy makers have also addressed the affordability 
of higher education through the budget. 'The traditional means 
of addressing affordability through the budget have been 
through tuition policies and student financial aid programs. 
Interestingly, ver>' few states have attempted to integrate their 
institutional aid. tuition, and student aid policies into a co 
hesive program of suppon In recent years, many states have 
also tried to address the issue of affordabilit)' through tuition 
prepayment and sjivmgs programs lliese prc)gr:ims have high 
political appeal, though they have several practical disadran 
tages. not the le;ist of which is the unpredictability of future 
levels of tuition 'Hie effectiveness of these iypcs of programs 
is currently unknown, and the area is ripe for further study 

Hie invohement of higher education in state economic 
development \v;ls a phenomenon of the 1980s. Ways that 
states have involved higher education in these efforts ihclude 
rese;?rch prognmi*^. training and education programs for the 
worl' force, and the development of partnerships benveen 
higher education and business for the pur|X)se of technolog\' 
transfer. Given the newness of these lypes of initiatives, their 
effectiveness remains ambiguous and potential political prob 
lems exist for higher education. Some evidence exists, how 
ever, that higher education reaps financial benefits in states 
where it plays a significant role in economic develoj')ment. 
Questions remain about these programs' practical value Is 
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the p.'Ayoff greater than the cost to the higher education insii 
tiition or the state^ Does spending for these programs con- 
tinue ad infinitum, either as categorical programs or by being 
folded into the base budget itself, or are these programs sub 
ject to ongoing evaluation' Wliat effea, if any, do these pro- 
grams have on an institution's mission and program mix? 

Tlirough the higher education budget, state policy makers 
have also tried to address the issues of minority students' 
achievement and enrollment of nontradition;^l students. Tlie 
effectiveness of current state programs— especially in the area 
of minority students' achievement— has been generally in- 
conclusive, which suggests that either better mechanisms of 
evaluation need to be developed or that substantive program 
matic problems exist. Further, information is lacking regarding 
the progress of nontraditic nal students in higher education, 
which is curious given the fact that these students are the new 
majority at many institutionj Tlie information that does exist 
suggests that institutions are doing little more than tailoring 
the marketing of their schools to meet the perceived desires 
of these student^s while ignoring the need to change funda- 
mentally the higher education delivery system The potential 
for research here is limitless. Further, state sources pay little 
attention to nontraditional students. W\\di budget mechanisms 
have been or can be used to deal with their needs? 

\n essence, the state higher education biidget as policy dix 
umcnt has shifted its onentation over time from that of pro 
viding resources to institutions through base budgets to a 
newer fcxus on designing c^ategoric.il prograns to meet the 
state's policy goals for higher education I^art of the reason 
may be that the increased .state presence in higher educ^anon 
policy making has created this new emphasis on distinct pro 
grams. Part of it may be purely political in that as legislators 
become more professional and attuned to the educ^ational 
needs of their constituencies, they may realize the value of 
being able to point out their particular contribution to a pop 
ulai program. Again, the relative merit of using categorical 
pr()<;rams versus base budgets to achieve the state's p Jlicy 
goals has not been eraluated and Hnis remains inconclusive 
Similarly, little is available to suggest the source of the pres 
suie to shift the fcKus from increasing the base to spreading 
(und^ into categorical programs Initially, it aj)pcars that in 
stitutions preler funds to How into the base budget with lew 
strings attached As growth in the base budgets slowed aiid 
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emphasis increased for categorical programs, however, some 
institutions have become quite adept at garnering resources 
through this mechanism. VChat impact does doing so have 
on other institutions that are not so adept? 

On a broader sc^le. questions remain about the trend in 
funding higher education institutions through categorical pro 
grams as opposed to base budgets. Do certain patterns of cat 
egorical funding occur with regularity or predictability from 
which states or institutions can benefit? Tlic relationship be 
tween categorical programs and the base also I as rcx)m for 
examination. To what extent are categorical programs fiinded 
with the stated expectation of matching money for from the 
institution s base budget? 

It is important to recognize that some sort of base, which 
provides continuity, must be maintained. Higher education 
IS an enterprise that changes slowly, anel to maintain impor 
tani commitments to people and programs, institutions need 
a reasonable guarantee that their base budgets will be ade 
quate to meet ongoing demands Items not in the base budget 
are typically addressed ils ^Categorical incentive prognims" 
tiesignetl to meet specific state goals. Even these categorical 
programs, hcwc/er, behave like base budgets over time. In 
creasjngly, when inelividuals begin to consieler c^at egorical 
incentive programs as entitlemeuts, the incentive is lost and 
little tlifference tlien exists between y categorical program 
and a base budget. 

Projects like improving research ca|*)acity or improving re 
tention of underrepresented minority students take time. In 
eluding incentives its categorical |*)rograms stimulates change 
within higher education. Including them as categorical pro 
grams with a tcx) short time span to accomplish real change 
is a recipe for failure. Tluis, state poliey makers are challenged 
to exteiul their time perspectives. Just as importiint is the chal 
lenge to higher education to speetl up the pace a bit. Saying 
that higher etiucation changes slowly eloes not mean to sug 
geSv that all change is gcxxl or that speed is necessiirily a vir 
tue. Numerous scxieuil problems, however, require faster ac 
tion on the part of higher eelucation institutions. In such 
instances, categorical funding is probably the best funding 
mechanism as long as such programs remain incentives and 
are not allowed to bea)me entitlements. 

In general, then, it is evident that the potential for ix)lic\' 
researcli on state butlgeting for liigher education is enormous. 



/iiui^eitN^for Ht^her l-xittuitiott at the State iei vl 



. • • budgeting 
isatitualy 
albeit a ritual 
tiith changing 
externalities^ 
participants 
and desired 
outcomes. 




J j[04 



Little literature available in public administration Jind political 
science refers specifically either to states or to state budgeting 
for higher education. Although this monograph shies away 
from anecdotal infonnation, such information is a mother lode 
from which to stan research. It is generally localized to a state, 
a time span, or a particular budget area and must then be 
tested and broadened beyond pure localism. 

Implications for Practitioners 

One of the real benefits of synthesizing the literature on state 
budgeting for higher education is the opportunity to present 
a list of implications and recommendations for practitioners 
in the field. Having said tha^e authors must now admit that 
because they do not view budgeting as a mechanized aaivity 
to be learned in ' cookbcx)k" fashion, no grand list of secrets 
is available to present to practitioners to enhance their fund- 
ing base or improve their success (or conversely, minimize 
their losses) in the process. Nor is it desinible. If this mono- 
graph has illustrated one point, it is that stiite budgeting for 
higher education is a complex process. 

Wlint is presented in this monogniph is a synthesis that por 
trays the major forces and factors internal and external to the 
budgetary process. Tlie single most important implication 
or recommendation that can he offered to practitioners is thai 
all pimicipants, from the state le\^el agency to the department 
within an institution, should be aware of all the parts of the 
big picture of st;ue budgeting for higher education. It above 
all is the first and most important step in understanding suite 
budgeting for higher education and perhaps in improving 
one's effectivenes^s In achieving objectives in the prcxress. 

State Budgeting for Higher Education as 
Enigma, Paradox, and Ritual 

T\^c title of this monograph suggests that st;ite budgeting for 
higher education is an enigma, a paradox, and a ritual. For 
many, budgeting in general is an enigma. Certainly for the 
uninitiated, it is. Few guideposts are available in suite budget 
mg for higher education. Information is available about out- 
comes of budgeting, some literature about the process. Mostly, 
however, what is available are millions of anecdouil tales from 
expenenced professionals. Some are willing to share the sto 
ries, enabling the researcher to begin piecing together a more 
complete understanding of budgeting. Tliat, combined with 
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fiirther reading and work within the field caii help, for budget 
ing has many interwoven parts. 

Budgeting is paradoxical. Traditional budgeteers have ap- 
proached the subject as a set of columns and rows of numbers 
that must properly add up within limited state revenues. More 
recently, however, persons with other disciplinary back- 
grounds have begun noting that budgeting is much more than 
that. It is both simple and complex. The simple parts of 
budgeting can be represented as a braad framework with in 
puts, a process of manipulating those inpu^s, iind outputs. Tlic 
complexities are the details. A more important panidox is that 
although lx>th practitioners and scholars insist that the primary 
puqx)sc of state budgeting for higher education is to link state 
intentions with desired policy outcomes, little evidence exists 
to suggest that this purpose is being met. 

Tliis monograph tries both to simplify some aspects of the 
budgeting process iind produa iuid to represent fairly the 
many complexities of it. At the same time, it tries to note that 
tlic outcomes are not always as tliey seem. For example, state 
legislators quickly look to the bottom line percentage increase 
for each institution. Tliey compare the increase of '*their'' in- 
stitution with those of others. The percentage increase from 
year to year is a simple means of assessing how well an in 
stitution is doing. Tlie legislators all know, liowever, tliat tlie 
simple percentage increase from year to year lias greater inv 
plications. Tlie percentage incretse can appeal to \ )ters back 
home, it can include mostly general operating fun or funds 
witli considerable strings attached, or it can represent a large 
percentiige built on a small base or a smaller percentage on 
a large base. 

Finally, budgeting is a ritual, albeit a ritual with changing 
externalities, participants, ^and desired outcomes. IJke the 
theme music in a symphony, certain budgeting actions are 
repeated in the same or a slightly different form throughout 
the prcx:ess. Tlie cycles of the budget process lu e repeated 
again and again for many years. In many atses, the outcomes 
are the Siime from year to year as well. To some extent, it is 
a result of comfortable rituals. Budgeting is a process, and 
despite chiuiges in externalities, participants, and desired pol 
icy outcomes, it always will be a prcxess. Tluis, state budget 
ing for higher education will remain inherently ritualistic. 

As we move through the 1990s, higher education policy 
makers and practitioners at both the state and institutional 
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level will be facing significant pressures to improve upon the 
ways higher education addresses the needs of citizens within 
the state. Clearly, the state budget process should be the 
means by which improvements are made in both policy out- 
comes and the delivery of services to the citizenry. Given that 
the process is demonstrably complex and that we need to 
know much more about it, it is evident that great potential 
exists for an improved level of consciousness about state 
budgeting for higher education througli a strengthened link 
between researcli and practice. 
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